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LETTER OF TRANSMITTAL 


. Aveust 31, 1960. 
Hon. Toomas E. Morgan, 


Chairman, Committee on Foreign Affairs, 
House of Representatives, Washington, D.C. 

Dear Mr. Cuarrman: There is transmitted herewith the report 
of the Subcommittee on Inter-American Affairs on “U.S. Relations 
With Panama.” The historical data contained in this report was 
pee under my direction by Rosita Rieck Bennett, analyst in 

tin American affairs of the Legislative Reference Service of the 
Library of Congress. The findings and recommendations are those 
of the subcommittee and are based not only on the report, but on 
hearings, discussions, and study conducted by the subcommittee 
during the present session of Congress. 

It is hoped that the information contained in this report will be 
useful to the members of the committee and to the Congress as 
background information on matters affecting United States-Panama 
relations. 

ArmistEeaD I. Seupen, Jr., 
Chairman, Subcommittee on Inter-American Affairs. 
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Mr. Morgan, from the Committee on Foreign Affairs, submitted the 
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[Pursuant to a resolution (H. Res. 113) authorizing the Committee on Foreign 
Affairs to conduct a full and complete investigation of matters relating to the 
laws, regulations, directives, and policies including personnel pertaining to the 
Department of State and such other departments and agencies engaued pri- 
mnarily in the implementation of U.S. foreign policy and the oversea operations, 
personnel, and facilities of departments and agencies of the United States 
which participate in the development and execution of such policy] 
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The Panama Canal, built and opened by the United States, slices 


the Republic of Panama in half. Relations between the United States 
and Panama are thus unique and intimate. 

From the outset of Panama’s independence and the construction of 

iL the canal (which practically coincide), the two nations have held 
| varying views regarding the canal. The Republic of Panama has 
on regarded the canal as a source of revenue. e US. objective has 
been the efficient operation of the waterway for international com- 
merce at reasonable rates and for defense purposes. 

Even without this basic difference in viewpoint, it is probabl 
inevitable that the operation of so vast an enterprise side by side wit 
a small, poor country should give rise to misunderstandings and irrita- 
tions on both sides. Throughout the last 57 years accommodations 
have been made to alleviate grievances and to adjust to new circum- 
stances. 

In recent years several international developments have complicated 
the delicate task of maintaining harmonious relations on the isthmus. 
As elsewhere in underdeveloped regions, Panama is swept by na- 
tionalism and by outcries for an end to subhuman living conditions. 
The canal presents at once the illusion of a cornucopia from which 
could pour forth an avalanche of funds for development purposes 
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and an inviting target for nationalist outbursts. Meanwhile, inter- 
national communism plays on Panamanian nationalism and frustra- 
tions to subvert inter-American relations. The Egyptian seizure of 
the Suez Canal and the rise of Castroism in Cuba also exacerbate 
Panamanian problems. ; 

During the congressional recess in the autumn of 1959 a numberof 
disquieting events occurred on the Isthmus of Panama. On Novem- 
ber 3, 1959, Panama’s independence day, mobs led by rabble rousers 

athered along the border of the Canal Zone intent upon planting the 
Pamnatinn flag within the zone. With Panamanian National 
Guardsmen conspicuously absent from the scene, the Governor of 
the Canal Zone was forced to call for U.S. Armed Forces to help quell 
the ensuing violence. In the Republic of Panama on the same day 
rioters lowered the American flag at the U.S. chancery and tore it to 
shreds. They also shattered windows at the chancery and the U'S. 
Information Agency building. 
’ On November 28, the anniversary of Panama’s break with Spain, 
mobs again tried to gain entry to the Canal Zone. This time they 
were dispersed by Panama Guardsmen working alongside U.S. troops, 
but not before at least 30 persons were injured. During this second 
attempt to forcibly enter the Canal Zone, the presence of Cuban 
agitators urging on the crowd was noted. After 3 hours of rioting 
at the zone border, the mobs turned to looting and destroying 
property several blocks away in downtown Panama City. 

en Congress reconvened in January, the Committee on Foreign 

Affairs learned that the Department of State had under consideration 
a request from the Republic of Panama (dated November 25, 1959) 
that the Panamanian flag be flown in the Canal Zone. When it 
appeared likely that permission might be granted, the chairman of the 
Subcommittee on Inter-American Affairs (Mr. Selden) requested the 
Secretary of State to delay a decision until after the subcommittee had 
an opportunity to study the matter. 

Subsequently, the subcommittee held eight meetings on the subject, 
during which testimony was received from Members of Congress, 
representatives of the Departments of State and Defense, and private 
citizens. 

Out of these meetings grew a conviction that to accede to the 
Panamanian request, after more than half a century in which only the 
U.S. flag has been raised in the zone, would constitute a major de- 
parture from established policy. In the subcommittee’s judgment, 
such a basic change in treaty interpretation should not be accom- 
plished through executive fiat. 

Accordingly, on January 19, 1960, the subcommittee unanimously 
agreed to the following resolution (H. Con. Res. 459): 


Resolved by the House of Representatives (the Senate con- 
curring), That it is the sense of the Congress that any 
variation in the traditional interpretation of the treaties of 
1903, 1936, and 1955 between the United States and the 
Republic of Panama, with special reference to matters con- 
cerning territorial sovereignty, shall be made. only pursuant 
to treaty. 


1 See: “United States Relations with Panama,” hearings before the Subcommittee on Inter-American 
Affairs of the Committee on Foreign Affairs, House of Representatives, 86th Cong., 24 sess. 
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The full Committee on Foreign Affairs reported the resolution 
favorably-on January 21, 1960. February 2 the House of Repre- 
sentatives voted 381 to 12 in support of the resolution. 

As a result of its deliberations regarding the issue of the flag, the 
subcommittee felt a growing concern over the apparent deterioration 
in U.S. relations with the Republic of Panama. consequence, the 
subcommittee undertook to prepare a hia vate study of United 
States-Panamanian relations. It is hoped that this report can help 
to clarify the frequently complex issues involved and provide a basis 
for evaluating current problems and proposed solutions. 


II. Bacxerounp History 
A. U.S. INTEREST IN INTEROCEANIC CANAL TAKES ROOT 


For centuries the Isthmus of Panama astride the Atlantic and 
Pacific Oceans has been a crossroads of international passenger and 
cargo routes. During the colonial period Spanish galleons called 
regularly to pick up treasures extracted from Spain's colonies on the 
western coast of South America. Spain’s decision in 1814 to build 
a canal across the isthmus came to nothing since it coincided with the 
collapse of that nation’s imperial power. 

Early U.S. interest in an interoceanic highway appears to have 
been primarily commercial. In 1826 Secretary of State Hay pro- 
posed a joint enterprise to the newly independent South American 
nations meeting at the Congress of Panama, saying: 


What is to redound to the advantage of all America 
should be effected by common means and united exertions, 
and should not be left to the separate and unassisted efforts 
of any one power. * * * The benefits of it ought not to be 
exclusively appropriated to any one nation * * *? 


A Senate resolution in 1835 and a House resolution in 1839 urged 
the President to negotiate with other nations for the construction 
of a canal and for securing free and equal right to navigation to all 
nations. Toward mid-19th century the discovery of gold in Cali- 
fornia, western migration, and the country’s growing economy which 
sought raw materials and markets gave impetus to the idea of an 
isthmian canal. 

In 1846 the United States assured its right of passage across 
the Isthmus of Panama in a treaty with New Granada (Colombia). 
The pact guaranteed to the United States “ the right of way or transit 
across the Isthmus of Panama upon any modes of communication 
that now exist or that may be hereafter constructed.” In return the 
United States guaranteed the neutrality of the isthmus and the rights 
of sovereignty and property which New Granada possessed over the 
territory. 

B. RIVALRY WITH GREAT BRITAIN 


In the meantime, Britain entered into an intense rivalry with the 
United States over control of the other feasible canal route, through 
Nicaragua. While the United States engaged in war with Mexico 


2 Norman J. Padelford, ‘‘The Panama Canal in Peace and War.” The Macmillan Co., New York, 
1942, p. 4 
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over Texas, Britain proceeded to extend its hegemony in Nicaragua 
to prevent the United States from gaining exclusive rights over both 
canal routes. : ae ae 

The two powers checkmated each other in the Clayton-Bulwer 
Treaty of 1850. By that treaty they pledged never to obtain or 
maintain exclusive control over a ship , or to fortify it, or to 
assume or exercise dominion over any territory in Central America 
through which a canal might pass. The Clayton-Bulwer Treaty, 
while it did limit the United States from obtaining exclusive control 
over a possible canal, forced Great Britain to relinquish the territorial 
control which it in fact possessed in 1850 over the Nicaraguan route. 


Cc. U.S. INTEREST DIMS 


The same year as the Clayton-Bulwer Treaty, private American 
interests began the construction of a transisthmian railroad. The 
railroad was completed in 1855. In ensuing years during periods of 
insurgent movements on the isthmus against the Colombian Govern- 
ment, on request of or with the consent of the Colombian Government, 
the United States landed troops to keep transit open. 

Following the opening of railroad transportation across the isthmus, 
US. interest in a waterway subsided. The joining of the Union Pacific 
and Central Pacific Railroads in 1869, linking the Atlantic and Pacific 
Oceans across continental United States, further dulled interest in an 
interoceanic canal. 


D. NEW AWARENESS OF THE STRATEGIC VALUE OF CANAL 


In 1878 a new consideration quickened U.S. interest in a Western 
Hemisphere canal. In that year a French company, which included 
Ferdinand de Lesseps of Suez fame, procured a concession from 
Colombia to build a navigable waterway across the isthmus. Despite 
the fact that the Frenc ey pledged that the canal should 
“always be kept free from political influence,” Secretary of State 
Evarts protested: 


Our Pacific coast is so situated that, with our railroad 
connections, time (in case of war) would always be allowed 
to prepare for its defense. But with a canal through the 
isthmus the same advantage would be given to a hostile fleet 
which would be given to friendly commerce; its line of opera- 
tions and the time in which warlike demonstration could be 
made, would be enormously shortened. All the treaties of 
neutrality in the world might fail to be a safeguard in a time 
of great conflict.* 


In 1881 President Arthur tried to extricate the United States from 
the limitations imposed by the Clayton-Bulwer Treaty (see above), but 
Great Britian refused to negotiate a revision. Meanwhile, the French 
company went ahead. 

At the height of French operations in 1887, a group of American 
capitalists began a rival project through Nicaragua. In 1889 Con- 


3 Evarts to Dickman (Minister to Colombia), dated Apr. 19, 1880. In J. B. Moore, ‘‘Digest of Interna- 
tional Law.’’ GPO, Washington, 1906, vol. p. 16, me 
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gress incorporated that enterprise as the Maritime Canal Company 
of Nicaragua. 

That same year the French enterprise collapsed, defeated by graft, 
corruption, and a series of tropical diseases that felled 20,000 in a 
total labor force which averaged only 10,000 a year. Some $260 
million had been disbursed in the undertaking. According to Ameri- 
can engineers, only $40 million of this was expended for concessions 
and work on the canal, the rest being graft.‘ 

Three years later the Maritime Canal Company of Nicaragua also 
went bankrupt, having exhausted its paid-in capital of $6 million 
after laying several miles of railroad track and making a small start 
on excavation. But for its misfortune that the need for new financing 
arose at the same time as the panic of 1893, the company might have 
been able to raise enough capital to keep the venture going. 

World events toward the close of the 19th century heightened 
American awareness of the strategic value of a canal under U.S. au- 
spices. The 90-day race of the U.S. cruiser Oregon around the tip 
of South America from the Pacific to the Atlantic battlefield during 
the Spanish-American War in 1898 dramatized the military advan- 
tage of an interoceanic canal. Moreover, the United States emerged 
from the war as a naval power, with Pacific possessions. 

President McKinley in his message to Congress in 1898 stated the 
new conviction: 


That the construction of such a maritime highway is now 
more than ever indispensable to that intimate and ready 
intercommunication between our eastern and western sea- 
boards demanded by the annexation of the Hawaiian Is- 
lands and the prospective expansion of our influence and 
commerce in the Pacific, and that our national policy now 
more imperatively than ever calls for its control by this 
Government, are propositions which I doubt not the Con- 
gress will duly appreciate and wisely act upon.® 


EB. THE LEGAL OBSTACLE IS CLEARED (HAY-PAUNCEFOTE TREATY) 


The crescendo of opinion in the United States favoring construction 
of a canal under the exclusive jurisdiction of the United States led 
Secretary of State Olney to approach the British again in 1896 about 
removing the obstacle imposed by the Clayton-Bulwer Treaty. At 
first reluctant, Britain, involved in the Boer War in Africa and faced 
with unfriendly nations in Europe, decided to acquiesce. 

The resulting Treaty To Facilitate the Construction of a Ship Canal 
(Hay-Pauncefote Treaty) of 1901 abrogated the limitations imposed 
by the prior agreement and provided that a ship canal may “‘be con- 
structed under the auspices of the Government of the United States 
directly or indirectly,” and that the United States “shall have an 
enjoy all the rights incident to such construction, as well as the 
he right of providing for the regulation and management of the 
canal. 

@Hugh Gordon Miller, “The Isthmian Highway.” New York, the Macmillan Co., 1929, p. 10. 
* Dwight Carroll Miner, “‘The Fight for the Panama Route.” New York, Columbia’ University Presa, 
TO boted in Padelford, op. ett, p. 18 


UNITED STATES-PANAMA RELATIONS 


F. THE BATTLE FOR THE CANAL ROUTE 


_ The Sapa of where to build a canal became a hotly contested 
issue. lombians and Nicaraguans hoped the canal would open their 

countries to prosperous international commerce. Public sentiment in 

the United States overwhelmingly favored the Nicaraguan route. In 

the popular view, Panama was associated with the French company 

while Nicaragua was viewed as a “national project.” The New 

Panama Canal Co., organized in 1894 for the purpose of selling the 

assets of the French venture to the highest bidder, e in powerful 

and sometimes devious lobbying activities to convince U-S. legislators 

and the ee to buy up their investment. 

The Walker Commission was appointed in 1897 to study the canal 
situation. Although many of its technical conclusions were favorable 
to Panama, it recommended in 1899 the Nicaraguan route as the most 
feasible because of the unwillingness of the French interests to state 
definite terms of sale. 

Enthusiasts for the Panama route reaped their first success with 
the passage of a law in 1899 which directed the President to name a 
commission to examine ali practical routes, thus hamstringing the 
passage of Nicaraguan canal bills then pending in Congress. 

As the battle waged over which route, the Department of State in 
1900 prepared for any eventuality by signing protocols with Costa 
Rica and Nicaragua by which they agreed to negotiate treaties with 
the United States for a canal when the President was authorized by 
Congress to acquire a route through their territories. 

Colombia, alarmed at the prospect of not being selected as the site 
for the international waterway, dispatched a minister to Washington 
to negotiate a treaty with the United States. 

The Walker Commission, in its final report in November of 1901 
again recommended the Nicaraguan route. The New Panama Can 
Co., fearful that the patience of Congress might be exhausted, in 
January of 1902 wired an offer to sell its property for $40 million, the 
amount which the Walker Commission deemed appropriate. Two 
weeks later, the Walker Commission issued a supplementary report 
recommending the Panama route due to the changed circumstances. 

In the interim, the House of Representatives had voted the Nicara- 
gua route Sa aets bill) by the crushing majority of 309 to 2. Sen- 
timent in the Senate favored Panama. A compromise was worked out 
(Spooner Act) by which the President was authorized to acquire the 
assets of the New Panama Canal Co. for $40 million, a strip of land 
from Colombia not less than 6 miles in width in which to construct 
and operate the canal, and additional territory and rights which in his 
judgment would facilitate the general purposes; if these terms could 
not be fulfilled within a reasonable time, the President was directed 
to proceed with steps to build the Nicaragua canal. Congress enacted 
the Spooner Act on June 2, 1902. 


G. COLOMBIA’S DILEMMA 


While the battle of the routes went on in Washington, Colombia 
was in the midst of civil war. The Government was beset by adminis- 
trative disorganization and a desperate financial situation. With the 
country in a state of siege, the executive ruled by decree. 
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- The Colombian Government sorely wished to postpone definitive 
consideration of the canal problem until the country could be pacified 
and Congress reconvened. But bills pending in the U.S. Congress 
authorizing construction in Nicaragua pressed the Colombians into 
foregoing further delay. 

Colombians seem to have desired very much the canal with its 
accompanying economic benefits which could help the recovery of 
their war-torn country and bankrupt treasury. Moreover, in the 
background hovered the threat that Colombia might forfeit not only 
the canal but the isthmus itself should treaty negotiations with the 
United States fail. Carlos Martinez Silva, Colombia’s negotiator fin 
the United States in 1901, wrote in that vein to José Manuel Mar- 
roquin, Vice President and head of the Colombian Government during 
the period of civil disorders: 


* * * the Panamanians of position and financial resources 
will never willingly submit to the opening of the canal in 
any other place than at the isthmus. They understand very 
well that the adoption of the Nicaragua route will be the 
moral and material ruin of Panama; and this sacrifice, which 
will have no compensations, may very well prove superior to 
the concept of a platonic patriotism.’ 


During the negotiations with the United States, Marroquin’s ad- 
ministration was so harassed by domestic crisis that Colombia’s min- 
isters in Washington frequently went ahead on their own initiative 
under pressure of events. Marroquin stated his dilemma in a letter 
dated July 26, 1902: 


Concerning the canal question, I find myself in a horrible 
perplexity; in order that the North Americans may complete 
the work by virtue of a convention with the Government of 
Colombia, it is necessary to make concessions of territory, of 
sovereignty, and of jurisdiction, which the executive power 
has not the power of yielding * * *. 

History will say of me that I ruined the isthmus and all 
Colombia, by not permitting the opening of the Panama 
Canal, or that I permitted it to be done, scandalously injur- 
ing the rights of my country.® 


Marroquin reiterated officially on a number of occasions that any 
canal agreement was subject to ratification by the Colombian Con- 


gress. 
H. THE HAY-HERRAN TREATY 


The draft agreement, as finally worked out by Secretary of State 
Hay and Colombia’s current negotiator, Tomas Herran, included the 
following principal terms: Granted the United States a 100-year lease, 
renewable at the sole option of the United States, on a zone of land 
10 kilometers wide across the isthmus for an initial payment of $10 
million and an annuity of $250,000 (arts. II and XXV); granted the 
United States exclusive right to construct, maintain, operate, and 
protect the canal (art. II); authorized the New Panama Canal Com- 
pany to sell its rights and properties to the United States (art. I); 


T Miner, op. cit., p. 217. 
tibid., p. 233. 
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recognized Colombia’s pede gee over the canal zone (art. IV): estab- 
lished three types of judicial tribunals—Colombian, United States, 
and joint (art. 1); charged Colombia with the defense of the canal 
and railroad, except “under exceptional circumstances” when— — 


the Government of the United States is authorized to act in 
the interest of their protection, without the necessity of ob- 
taining consent beforehand of the Government of Colombia .__ 
(art. T). : 


In November 1902 civil war in Colombia ended. President Theo- 
dore Roosevelt became impatient with further delay regarding the 
canal. On January 21, 1903, Secretary of State Hay deliver the 
following ultimatum to Minister Herran: 


I am commanded by the President to inform you that the 
reasonable time provided in the statute for the conclusion 
of the negotiations with Colombia for the excavation of an 
isthmian canal has expired, and he has authorized me to 
sign the treaty of which I had the honor to give you a draft, 
with the modification that the sum of $100,000, fixed therein 
as the annual payment, be increased to $250,000. I am not 
authorized to consider or discuss any other change.’ 


The following day the treaty was signed in Washington. The USS. 
Senate approved it on March 17, 1903. 


I. COLOMBIAN SENATE TURNS DOWN TREATY 


In March 1903 congressional elections were held in Colombia. In 
May, Marroquin called a special session of congress for June 20. 

During the 5 months between the time the treaty was signed and 
the Colombian Senate convened, Colombian newspapers carried 
numerous articles regarding the treaty by the foremost legal minds 
in a country renowned for its legal talent. Four major objections 
emerged in these polemics: the loss of sovereignty involved; the 
doubtful constitutionality of the grant of perpetual jurisdiction to a 
foreign power; dissatisfaction with the financial compensation; and 
mistrust of imperialism. Colombian public opinion became aware 


of the vast distinction between granting a canal concession to a foreign 


rivate concern and leasing a strip of territory in perpetuity to a 
oreign government. 

In the debate in the Colombian Senate, the Foreign Minister 
pointed out that the United States was the only agency willing and 
able to undertake the gigantic task of uniting the oceans and that 
the U.S. Government had been most explicit in insisting that it would 
not assume the cost and responsibility without control over the 
zone.” In his judgment, the only alternative to rejecting the Hay- 
Herrin treaty was no canal. 

On August 12, the Colombian Senate unanimously rejected the 
convention. The legislature took no further action before its ad- 
journment on October 31, 1903. 


* Ibid., p. 195. 
4 Tbid., p. 325. 
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J. PANAMA REVOLTS 


Panamanians had never felt a strong attachment for the rest of the 
country. Isolated from the capital and centers of population by soar- 
ing mountains, the Isthmus of Panama had been left largely to its 
own resources. In the preceding three-quarters of a century since 
independence from Spain, Panamanian discontent had erupted on a 
number of occasions into attempts to establish an independent state. 

Isthmian delegates to the special session of Congress were out- 
spoken in warning that failure to ratify the treaty would mean 
rebellion on the isthmus.” 

While the Colombian Senate debated, prominent Panamanians met 
to plot a course of action should the treaty be rejected. The con- 
spirators were aided and abetted by agents of the New Panama 

anal Company who were intent on securing the promised $40 million 
from the United States. 

President Roosevelt and Secretary of State Hay knew that a revolt 
was imminent. Roosevelt, convinced that the Colombian Govern- 
ment was thwarting an enterprise of “universal utility” for “collective 
humanity” out of pure greed, welcomed the move. Assurances were 
conveyed to the conspirators that the United States would send war 
vessels ‘‘to protect life and property” on the isthmus ? 

When Panamanians raised the standard of independence on No- 
vember 3, 1903, the railroad was closed to Colombian troop move- 
ments and naval forces from the United States were on hand to prevent 
more Colombian troops from landing. The coup was accomplished 
with only one casualty, an innocent Chinese who was killed during a 
brief bombardment.” 

‘ ae United States recognized the Republic of Panama on Novem- 
er 6. 
K. COLOMBIA IS INDEMNIFIED 


Under the Wilson administration an attempt was made toward 
repairing the damaged relations with Colombia which resulted from 
the isthmian affair. By the terms of the Thompson-Urrutia conven- 
tion, signed in April 1914, the U.S. Government expressed— 


sincere regret that anything should have occurred to inter- 
rupt or to mar the relations of cordial friendship that had 
so long subsisted between the two nations. 


Colombia agreed to recognize the Republic of Panama in return for an 
indemnity of $25 million and special transportation privileges. The 
Colombian Senate promptly ratified the treaty. The US. Senate 
failed to act, mainly because of spirited denunciations of the agree- 
ment by former President Roosevelt whose conduct the treaty 
obliquely indicted. 

In 1921, after Roosevelt’s death, the U-S. Senate ratified an amended 
form of the treaty which retained the ndemniy but omitted the 
apology. The following year Colombia accepted the compromise and 
the Panamanian incident was closed. 
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L. HAY-BUNAU-VARILLA TREATY 


A treaty with the newly independent Republic of Panama was 
negotiated in Washington by Secretary Hay and Philippe Bunau- 
Varilla, former chief engineer of the French company. Bunau-Varilla 
had insisted on his appointment as diplomatic agent in exchange for 
his services to the Panamanian conspirators. The provisional govern- 
ment of Panama also appointed two Panamanian ministers to conduct 
negotiations with the United States. A letter of instructions which 
they carried to Bunau-Varilla read: 


You will have to adjust a treaty for the canal construction 
by the United States. But all the clauses of this treaty will 
be discussed previously with the delegates of the junta, MM. 
Amador and Boyd. And you will proceed in everything 
strictly in accord with them * * *'* 


On November 18, 1903, before Messrs. Amador and Boyd arrived 
in Washington, Bunau-Varilla and Secretary Hay signed the con- 
vention for the construction of a ship canal to connect the waters of 
the Atlantic and Pacific Oceans. The treaty was ratified by the 
provisional government of Panama on December 2, 1903. 

Terms of the Hay-Banau-Varilla pact were substantially the same 
as those of the rejected Hay-Herrén agreement. One change en- 
larged the area: the United States was empowered to construct a 
canal through a zone 10 miles in width (as compared with 6 miles in 
the earlier treaty). Panama agreed that the United States should 
have the right at all times to use its armed forces in defense of the 
canal and its auxiliary works. The most significant modification 
occurs in article III: 


The Republic of Panama grants to the United States 
all the rights, power, and authority within the zone mentioned 
and described in article II of this agreement and within the 
limits of all auxiliary lands and waters mentioned and 
described in said article II which the United States would 
possess and exercise if it were the sovereign of the territory 
within which such lands and waters are located to the entire 
exclusion of the exercise by the Republic of Panama of 
any such sovereign rights, power, or authority. 


_ Secretary Hay, fearing that opponents of the Roosevelt administra- 
tion in the Senate might introduce amendments to the treaty and thus 
afford Panama an excuse to do likewise, wrote as follows to Senator 
Spooner on January 20, 1904: . 


As it stands now as soon as the Senate votes we shall havea 
treaty in the main very satisfactory, vastly advantageous to 
the United States, and we must confess, with what face we 
can muster, not so advantageous to Panama. If we amend 
the treaty and send it back there some time next month, the 
period of enthusiastic unanimity, which, as I said to Cullom, 
comes only once in the life of a revolution, will have passed 
away, and they will have entered on the new field of politics 
and dispute. You and I know too well how many points there 
are in this treaty to which a Panaman patriot could object. 


4 Miner, op. cit., p. 375. 
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If it is again submitted to their consideration they will at- 

eal to amend it in many places, no man can say with what 

result, then they will feel that we had passed definitely upon 

the main subject; that the treaty was safe; that their inde- 

aipare was achieved, and that now it was time for them to 

ee out for a better bargain than they were able to make at 
t. 


The U.S. Senate consented to the treaty without amendment on 
February 23, 1904. It was proclaimed by President Roosevelt 
3 days later. 

M. THE CANAL IS OPENED 


The engineering and medical conquests which made possible 
construction of the Panama Canal in the midst of once pestilential 
tropical jungle are a matter of great pride to all those who participated 
and to millions of Americans who have come to admire their courage 
and abilities. 

The canal was opened to navigation in August 1914. However, 
a slide in October of that year delayed formal completion and opening 
to regular traffic until July 1920. Total cost of construction amounted 
to $366,650,000. 

N. THE NICARAGUAN ROUTE 


Although advocates of the Nicaragua route were defeated by the 
selection of Panama as the canal site, the possibility of a canal through 
Nicaraguan territory has not been abandoned. : ; 

In 1914 the United States signed a convention with Nicaragua 
(Bryan-Chamorro Treaty) which conferred upon the United States 
exclusive rights to construct, operate, maintain and defend an inter- 
oceanic canal by a Nicaraguan route in exchange for $3 million. _ 

The Bryan-Chamorro Treaty was ratified by the U.S. Senate in 
1916, more with the objective of preventing the construction of another 
canal than for the purpose of building one.'’® In the ensuing years, 
however, as increased commercial traffic has taxed the facilities of the 
Panama Canal and modern military developments have cast doubt on 
the ability to defend it, the idea of a Nicaragua canal has occasionally 
been revived. ; ; } 

The feasibility of constructing a canal in Nicaragua was explored 
recently by the Board of Consultants contracted by the Committee 
on Merchant Marine and Fisheries. In its report issued on June 23, 
1960, the Board of Consultants recommended against a Nicaraguan 
canal.” The Board based its conclusions on engineering and fiscal 
grounds. The construction of the sea-level canal in Nicaragua was 
eliminated completely from the Board’s considerations because of 
excessive cost and because it would involve drainage of Lake Nicaragua 
or Lake Managua which would seriously affect the economy of the 
country. The Board estimated the cost to construct a Nicaraguan 
lock-canal at over $4 billion.” 


6 Thid., p. 375. 
wy, Fred Globe and Hemisphere, Chicago, Henry Regnery Co., 1958, p. 109. ; 
" te Come Bath bog “ Roper ona ‘Long-Range Program for Isthmian Canal Transits,” H. Rept. 
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III. Importance or THE Panama Cana, to tas Unirep Srarzs 
A. COMMERCIAL ‘IMPORTANCE 


Approximately 70 percent of the total commercial cargo which 
transited the Panama Canal in fiscal year 1959 originated in or was 
destined for U.S. ports.* Thus, financial savings in both intercoastal 
and foreign trade because of the Panama shortcut represent reduced 
costs to U.S. consumers. 

The canal itself is not regarded in the United States as a source of 
revenue. The Panama Canal Company is required by law to be 
self-sustaining, not a profitable enterprise. Gross receipts from the 
Panama Canal Company amounted to over $87 million in fiscal year 
1959. Net revenue, however, was under $3 million! Furthermore, 
this amount would be cut in half if the full $1.93 million annuity to 
Panama were assessed against the company, instead of $1.5 million 
being paid from appropriated funds. 


B. STRATEGIC IMPORTANCE OF THE CANAL 


The Panama Canal has proved to be an invaluable asset to the 
United States and its allies in time of crisis. During World War I 
the canal served as a supply line to fighting forces in Europe. During 
World War II more than 5,300 combat vessels and about 8,500 other 
craft transporting troops and military cargo transited the canal, 
with incalculable savings to the Allied nations in terms of time, money 
and lives. The strategic value of the shortened canal route was 
again demonstrated during the Korean conflict. In fiscal year 1953, 
the last full year of the Korean conflict, 1,064 U.S. Government 
vessels transited the canal carrying supplies and war materials to the 
United Nations forces in the Far Hast. 

In peacetime, too, the Panama Canal plays an important role in 
national welfare and defense. The strength of the United States, 
which rests in large measure upon the nation’s economic well-being, 
depends in turn upon the availability of vital raw materials for 
transportation and industry. Moreover, when the Suez Canal was 
suddenly closed to traffic several years ago, effective operation of the 
Panama Canal did much to prevent serious disruption of the 
economies and defense capabilities of the nations of the free world. 

It is argued in some quarters that modern technological develop- 
ments have substantially depreciated the canal’s strategic significance. 
It is pointed out that the canal is increasingly vulnerable to sabotage 
and long-range missiles; that the growth of continental means of 
transportation, such as high-speed highways, air transport, and con- 

y 


tinental Neem for transporting oil, greatly diminish dependence on 
the canal; and that major U.S. aircraft carriers are now too big to 
pass through it. 


Adm. James S. Russell, Vice Chief of Naval Operations, in testi- 
mony before the Subcommittee on Inter-American Affairs, stated the 
Department of the Navy’s continuing conviction of the strategic 
importance of the canal.” According to Admiral Russell: 

“ie cece Company, Annus] Report, fiscal year ended June 20, 1959, p. 10. 
20,8. Co: » 86th, 2d sess., House of Representatives, Committee on Foreign Affairs, United States, 


bia eae with Panama, hearings before the Subcommitte on Inter-American Affairs, Feb. 2, 1960, 
Pp. 91-107. 
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“Militarily, the greatest threat to commerce on the sea in 
time of war is the submarine fleet of Soviet Russia, which 
today has a peacetime strength about equal to Hitler’s maxi- 
mum number of operational submarines at the height of 
World War II. To reinforce the Pacific antisubmarine forces 
off the California coast with a squadron of destroyers from 
the vicinity of the Virginia Capes would entail 21 days 
steaming via the straits, versus 8 days via the canal.* 


* * * * * 


As the range of ballistic missiles increases, as the power of 
their nuclear explosives gets greater, and, importantly, as the 
precision of their guidance delivers them with increasing 
accuracy against their targets, military forces must look more 
and more to dispersion, mobility, and concealability as an 
answer to the problem of surviving attack. Thus the vast 
oceans will have an ever-increasing importance as areas for 
dispersion, maneuver, and concealment * * *. The Polaris 
submarine, as also the other types of nuclear submarines, can 
transit the Panama Canal.” 


Admiral Russell further pointed out that the United States is allied 
with 42 nations of the free world in mutual defense agreements and 
that we are principally an oceanic confederation. Accordingly, he 
argued : 

When one realizes that it is 8,000 miles, and weeks of 
sailing time farther around Cape Horn than across the 
Central American Isthmus, it can be seen that the Panama 
Canal means much to us in terms of getting our own fighting 
forces, as well as material aid, quickly to a beleaguered ally.* 


Admiral Russell granted the vulnerability of the canal.™ But he 
added: 


I would say that the Panama Canal has great value to us 
in a limited war, and in a general war, if it is not destroyed, 
would be very useful to us. In all-out war there would be 
a, lot of destruction probably early in the war. Whether the 
canal goes or not, i don’t know, but if it does survive, I 
think it would be of great use in what comes after the first 
massive exchange.” 


TV. Importance or THE PANAMA CANAL TO THE REPUBLIC OF PANAMA 


Although the canal may not be the magic wand of prosperity 
envisioned by some Panamanians, it does make a large contribution 
to the economy of the Republic. Income generated by the canal far 
exceeds the $1,930,000 annual annuity. In 1958, for instance, income 
derived from the canal was estimated at approximately $63 million, or 
about one-sixth the national income. A breakdown of the total in- 

% Ibid., p. 92. 
x Ibid., p. 93. 
% Ibid. 

% Thid., p. 94. 


# Thid., p. 95. 
#8 U.8. Department of State, Amembassy, Panama, Dispatch No. 716, June 29, 1050. 
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dicates the following sources of income to Panama from the presence 
of the canal: 


[in miltions of dollars] 


Direct purchases from Panama._-_._..-.----.--------------+------~-- 12. 
Wages of non-US. citizens employed in zone who reside in Panama.__... 21. 
Disability and relief payments..._...-.....-------------------------- 2. 
Expenditures in Panama of non-U.S. citizens resident in Canal Zone..__. 1 
Expenditures in Panama of U.S. employees including military......-.-- 18. 
Income generated by auxiliary works in zone..._.-..------------.----- 4. 
Maintenance of Transisthmian Highway_...........-.-------------.-- . 
ADNUIGY 223 25 on So ee esa eee eh ole eS eae e ties toe akges's 1 

These receipts have enabled Panama to offset, to a large extent, 
deficits in the country’s balance of payments. 

Critics claim that the presence of the canal has attracted people 
from “productive labor,” thus distorting the economy. But long 
before the construction of the canal Panama’s geographical setting 
favored activities connected with international trade, with the con- 
sequent concentration of population and political power in the terminal 
cities of Panama and Colon and the virtual isolation and neglect of 
rural areas. 

Rural conditions are still bad. While 64 percent of the population 
live in rural areas, agriculture contributes only about one-third of the 
national income. Responsibility for lagging agricultural production 
lies in large measure in the prevailing system of land tenure. Less 
than 8 percent of the land surface is privately owned.” Most of the 
best land suited for cropping is being used for extensive livestock 
raising and is producing only a fraction of its capacity.” Meanwhile, 
nearly one-half of the occupied farmland is held by squatters (85 
percent of the farmers), most of whom hack out a bare subsistence 
on the relatively poor land which is available to them. They have 
no security of tenure and consequently no access to credit and little 
incentive to improve their farming methods.*! 

The overwhelming majority of farms have no animal or mechanized 
power, 99 percent using only handtools for cultivation.” In addition, 
rural transportation is very poor. Only 8 percent of farmers send 
their produce to market by truck, while 77 percent still depend upon 
packhorse, human carriers, or boat. The balance send nothing, con- 
tributing zero to the economy. 

Meanwhile, population growth in rural areas is high, estimated at 
between 3 and 3.5 percent per annum.™ Poor living conditions have 
resulted in wholesale migrations to the cities in search of employment 
creating there an explosive mixture of extreme crowding, unhealthful 
slums, and unemployment. 

Panama’s economic difficulties lie not in the presence of the canal, 
but in local indifference for centuries to the development of other po- 
tentially profitable resources. Fortunately, Panamanian authorities 
now are directing their attention to the serious imbalance which exists 
in the economy. The Panama Canal, far from being a deterrent to 


2% P. A. Reid, ‘‘ Agricultural Development of Panama,” prepared by the Internationa) Bank for Recon- 
struction a Development for the Government of the Republic of Panama, Washington, 1957, p. 7. 
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development, makes a sizable and steady contribution to the Nation’s 


coffers. 

In addition to the canal’s economic value, Panama, as a member of 
the inter-American community pledged to the defense of the Western 
Hemisphere from aggression, is as deeply concerned with the strategic 
value of the canal as is the United States. 


V. U.S. Conrrisutions ro Panama’s DEVELOPMENT 


The United States has contributed substantially to the well-being 
and the progress of the Republic of Panama. nstruction of the 
canal brought a large injection of capital and employment to the 
isthmus. At that time Panama City had an estimated population of 
18,000 and Colon about 6,000. The entire region was backward, with 
no paved streets and roads, no sewer and water systems. 

he battle waged by U.S. health officers during the construction 
period against mosquito-borne yellow fever is world renowned. Since 
the new little Republic lacked the resources to provide essential health 
services, Canal Zone authorities provided water, removed the sewage, 
and maintained the sanitary and public health services in Panama 
City and Colon as well as in the Canal Zone.*® What had once been 
ion as a tropical graveyard became a relatively healthful place 
to live. 

Monetary benefits to Panama stemming from the presence of the 
canal, such as wages to many thousands of Panamanian citizens em- 
ployed in the zone, purchases in the Republic of Panama of supplies 
fee services by the Panama Canal Company, and purchases made in 
(a By the residents of the Canal Zone, were discussed previously 

see p. 13). 

Another U.S. contribution to Panama’s progress was the construc- 
tion of the Transisthmian Highway which crosses the Republic from 
Panama City to Colon, at a cost of $9,785,000 (completed in 1949). . 
The United States continues to assume full responsibility for mainte- 
nance of the highway. ‘ 

Under terms of the 1955 treaty with Panama, construction of the 
Balboa Bridge across the canal is now underway at an estimated cost 
to the United States of $20 million. 

Under various assistance programs, the United States has made 
the following contributions to the Republic of Panama in the period 
from July 1, 1945, to June 30, 1959: * 


{In millions of dollars} 


Technical assistance...__-_---------------------------------------- 10. 3 

Special assistance (Smathers amendment fund)—for sewerage in Panama nt 
City sce See eee ecko ke Seba eee eee ee 

Publie Law 480 (title I1])—contributions by voluntary relief agencies-- - - an - 


35 Responsibilities of the Canal Zone government for health in the terminal cities ended in 1953, after 50 
years: they were transferred to the Republic of Panama in 1953-55. Responsibility for water supply, sewer- 
see, sar e disposal, etc., ae Ph hh dtee 1953-54 to a newly created department within the Ministry 

ber, Social Welfare and Pul : 
ICA, Office of Statistics and Reports, U.S. External Assistance, Obligations and Commitments, July 1, 


1045 through June 30, 1959. 
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In addition, the following loans have been extended to Panama 
by the Export-Import Bank: ” 


{In millions of dollars} 
June 21, 1948 (El Panama Hotel)..-.___--__-_-..-------------------- 2.5 
July 26, 1951 (supplementary financing for El Panama Hotel)_....-.-.-- L5 


June 14, 1957 (for financing Panama’s % contribution to construction of 
Inter-American highway)_......---------------------------------- 
July 27, 1959 (airport equipment) _....-..-..------------.----------- 


The Republic of Panama has met its obligations to the Export- 
Import Bank promptly. 
he Republic of Panama's economy also has received a boost from 
nongovernmental U.S. sources. Direct private U.S. investments in 
Panama, covering a large range of interests which include manu- 
facturing, public utilities, agriculture, banks, trading operations, real 
estate, insurance, brokerage houses, and petroleum, amounted to an 
estimated $240 million in 1958.% These investments amount to 
roughly 50 percent of private capital invested in Panama, 48 percent 
of the total being Panamanian and the remaining 2 percent French, 
Swiss, and British interests.® 


VI. Current Points or Friction BerweEen PANAMA AND THE 
Unirep Srarses 


A. SOVEREIGNTY IN THE CANAL ZONE 


Recently there has been much agitation in Panama regarding the . 


question of sovereignty in the Canal Zone. On two occasions in 
November 1959, mobs led by rabble rousers tried to force entry into 
the Canal Zone in order to plant Panamanian flags there as symbols of 
Panama’s sovereignty. On November 3 the 'Gaverior of the zone 
was compelled to call for U.S. Armed Forces to help quell the ensuin; 
violence. Within the week Panama’s unicameral congress resolve 
not to rest until the Panamanian flag was raised ‘‘on our territory.” 
During the second attempt on November 28 to invade the zone, it 
took Panama guardsmen working alongside U.S. troops 3 hours to 
turn back the mob. 

On November 26 the Panamanian Ambassador in Washington 
delivered a note at the Department of State asking the United States 
to consider the desire of Panama to fly its flag in the zone. 

Sectors of the Panamanian press and several demagogic politicians 
keep the issue red hot. It is also reported that envoys from Cuba 
and Egypt actively encourage anti-U.S. sentiments. Cuban agi- 
tators participated in the riots of November 28. The United 
Arab Republic delegation is said to be the most active diplomatic 
mission in Panama although there are few Arab residents and virtually 
no Arab commercial interests.“ Cairo beams two broadcasts nightly 
to Panama almost entirely devoted to the alleged unfair treatment 
Panama is receiving from the United States with respect to the canal. 

31 Export-Import Bank, Office of the Secretary. 

3 U.S. Department of Commerce, Office of Business Economics. (This preliminary figure excludes 
shipping operations, investments by Americans who are residents in Panama, and that portion of holding 
companies’ assets engaged in business in third countries.) 

3 U.S. Department of Commerce, a desk. 

4° New York Times, Washington split on Panama policy, Dec. 3, 1959, p. 15; Cuban and Arab active in 


Panama, Mar. 13, 1960, a L 
4! New York Times, Washington split on Panama policy, ibid. 
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The issue of sovereignty in the Canal Zone is almost as old as the 
treaty of 1903 which was intended to define the respective powers of 
Panama and the United States with relation to the Canal Zone. 
The United States had hardly taken formal possession of the Canal 
Zone when disagreement occurred over the scope of U.S. powers. 

The first Panamanian protest arose in 1904 after the United States 
established se of entry, customhouses, tariffs, and post offices in 
the zone. The ensuing diplomatic correspondence between Pana- 
manian Minister to Washington José de Obaldia and Secretary of 
State Hay sets forth the classic positions held by Panama and the 
United States down to the present time. 

The differing Panamanian-United States interpretations of the 
treaty of 1903 with regard to sovereignty hinge primarily on articles 
II and III of that pact. The pertinent part of article IT declares: 


The Republic of Panama grants to the United States in 
perpetuity the use, occupation, and control of a zone of land 
and land under water for the construction, maintenance, 
operation, sanitation and protection of said canal of the 
width of 10 miles. * * * 


Article ITT states: 


The Republic of Panama grants to the United States all 
the rights, power, and authority within the zone mentioned 
and described in article II of this agreement and within the 
limits of all auxiliary lands and waters mentioned and de- 
scribed in said article II which the United States would 
possess and exercise if it were sovereign of the territory 
within which said lands and waters are located to the entire 
exclusion of the exercise by the Republic of Panama of any 
such sovereign rights, power, or authority. 


According to Minister Obaldfa, U.S. jurisdiction is not full and 
complete, but a delegated and limited jurisdiction granted to the 
United States only in matters pertaining to “the construction, mainte- 
nance, operation, sanitation, and protection of said canal.”” Moreover, 
Obaldia argued, the term “‘if it were sovercign’’ in article III implies 
that the United States is not sovereign. He claimed that if Panuma 
had had any intention of ceding sovereignty of the Canal Zone, only 
two articles would have been necessary in the treaty: ‘‘one specifying 
the thing sold and the other expressing the price of the sale.” 

Secretary of State Hay replied to the Minister’s note as follows: ® 


If it could or should be admitted that the titular sovereign 
of the Canal Zone is the Republic of Panama, such sovereign 
is mediatized by its own act, solemnly declared and publicly 
proclaimed by treaty stipulations, induced by a desire to 
make possible the completion of a great work which will 
confer inestimable benefit upon the people of the isthmus 
and the nations of the world. It is difficult to believe that 
a member of the family of nations seriously contemplates 
abandoning so high and honorable a position in order to 
engage in an endeavor to secure what at best is a barren 
scepter. 

5 goer in McCain, op. cit., 
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p. 30, 
eply of Secre of State to Sefior de Gbsidfa, Oct. 24, 1904. In hearings before the Committee on 
Tateroosanie Canals of the U.S. Senate, Washington, Government Printing Office, 1906, vol. III, p. 2378. 
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Under the stipulations of article III, if sovereign powers 
are to be exercised in-and over the Canal Zone, they must 
be exercised by the United States. Such exercises of power 
must be, therefore, in accordance with the judgment and 
discretion of the constituted authorities of the United States, 
the governmental entity charged with responsibility for 
such exercise, and not in accordance with the judgment and 
discretion of a governmental entity that is not charged with 
such responsibility and by treaty sere” acquiesces in 
“the entire exclusion of the exercise y it of any sovereign 
rights, power, or authority” in and over the territory 
involved. 

Article II provides that “the Republic of Panama grants 
to the United States in perpetuity the use, occupation, and 
control of a zone of land and land under water for the con- 
struction, maintenance, operation, sanitation, and protection 
of said canal.” 

The Panamanian authorities now contend that the words 
“for the construction, maintenance, operation, sanitation, 
and protection of said canal” constitute a limitation on the 
grant; that is to say, that the grant is confined to the pur- 
poses so stated. The position of the United States is that 
the words “‘for the construction, maintenance, operation, 
sanitation, and protection of said canal” were not intended 
as a limitation on the grant, but are a declaration, and 
appropriate words of conveyance. 


Secretary of State Hay’s definitive declaration of U.S. rights in 
the Canal Zone by no means brought to an end the first major con- 
troversy regarding sovereignty in the Canal Zone. Tension mounted 
on the isthmus, and as Secretary of War William H. Taft later testified, 
‘St led to passive resistance by Panama to the making or carrying out 
of any agreement between the United States and the Panamanian 
authorities necessary in the progress of our work.” “ 

Taft was dispatched to the isthmus in November 1904 to settle 
Panama’s grievances. To do so he amicably worked out an arrange- 
ment with Panamanian authorities designed to ease the situation 
during the construction period. It specifically provided, however, 
that it could not be interpreted as a restrictive or enlarging construc- 
tion of the treaty. 

Taft’s minutes of his conferences with President Amador of the 
Hepreie of Panama reflect the care he exercised not to jeopardize 
U.S. rights in the zone: © 


Assuming the power to the extent declared in Secretary 
Havy’s note, how far can I go in waiving the exercise of 
these powers and withholding the exercise of powers al- 
ready exercised, so as to assure the Government of Panama 
that we wish to exercise no powers that we do not deem 
necessary in the construction, maintenance, and protection 
of the canal? 

Now, I am not in a position to waive absolutely—I mean 
to give up the right to exercise—those powers, but I am 


“ Hearings, ibid., p. 2524. 
4 Thid., p. 2589. 
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ven authority by the President to establish now, subject 
to action by Congress, a nonexercise of those pcwers, such 
as I hope will be satisfactory to the Government of the Re- 
public, and will continue indefinitely until the construction 
of the canal shall so affect the relations and conditions existing 
as to require a new adjustment of the relations between 
the two Governments. 


Taft’s view on the question of sovereignty in the Canal Zone is 
further defined in his report to President Roosevelt of his negotia- 
tions with Panama: “ 


The recognition that a citizen of the Republic of Panama 
may reside in the Canal Zone and not lose his rights as a 
citizen to the exercise of the elective franchise in the Repub- 
lic it was wise to make. The truth is that while we have all 
the attributes of sovereignty necessary in the construction, 
maintenance, and protection of the canal, the very form in 
which these attributes are conferred in the treaty seems to 
ene the titular sovereignty over the Canal done in the 

epublic of Panama, and as we have conceded to us com- 
plete judicial and police power and control over the zone 
and the two ports at the end of the canal, I can see no reason 

- for creating a resentment on the part of the people of the 
isthmus by quarreling over that which is dear to them but 
which to us is of no real moment whatever. 


A year and a half later, while testifying before the Senate Com- 
mittee on Interoceanic Canals, Secretary of War Taft made his now 
famous statement which is frequently referred to in discussions regard- 
ing sovereignty in the Canal Zone: “ 


[Article IIT] is peculiar in not conferring sovereignty 
directly upon the United States, but in giving to the United 
States the powers which it would have tf it were sovereign. 
This gives rise to the obvious implication that a mere titular 
sovereignty is reserved in the Panamanian Government. 
Now, I agree that to the Anglo-Saxon mind a titular sover- 
eignty is like what Governor Allen, of Ohio, once character- 
ized as a “‘barren ideality,’’ but to the Spanish or Latin mind 
poetic and sentimental, enjoying the intellectual refinements, 
and dwelling much on names and forms, it is by no means 
unimportant. 


Neither Panama nor the United States subsequently has budged on 
their respective constructions of the terms of the treaty of 1903. In 
1924, after negotiations to replace the Taft agreement had gone ahead 
intermittently since 1915, Secretary of State Hughes stated in con- 
versation with the Panamanian Minister: “ 


This Government would never recede from the position 
it had taken in the note of Secretary Hay in 1904. This 
Government could not and would not enter into any discus- 
sion affecting its full right to deal with the Canal Zone under 


m by the h the Panamanian Minister (Alfaro), 
Dec. 15, 1923. “Foreign Relations of the U.8. Government, 1923," vol. II, Washington, Government 
Printing Office, 1938, p. 684. 
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article ITI of the treaty of 1903 as if it were the sovereign of 
the Canal Zone and to the exclusion of any sovereign rights 
or suthority on the part of Panama * * *, This must be 
regarded as ending the discussion of that matter. 


The two major revisions of the treaty of 1903—the General Treaty 
of Friendship and Cooperation of 1936 and the Treaty of Mutual 
Understandings and Cooperation of 1955—amend and Supplement the 
original pact but leave intact the controversial articles II and III of 
the early agreement. 

During hearings in the Foreign Relations Committee of the U.S. 
Senate on the 1955 treaty with Panama, Assistant Secretary of State 
for Inter-American Affairs, Henry Holland, revealed that the Depart- 
ment of State was still zealously on guard against any diminution, 
then or in the future, of what the United States regarded as its rights in 
the Canal Zone. The following exchange took place at the hearings: @ 


Senator Witey. As I understood from you, Secretary Hol- 

. land, there is nothing in this Dect treaty that would in the 

slightest degree depreciate all the attributes of sovereignty 
that we possess. 

Mr. Hottanp. That is true; and so true is it, that in the 
course of the negotiations the Panamanians advanced several 
small requests which, one by one, had considerable appeal, 
but all of which we refused because we did not want to leave 
one grain of evidence that could a hundred years hence be 
interpreted as implying any admission by the United States 
that we possess and exercise anything less than 100 percent 
of the rights of sovereignty in this area. 

For example, they asked that ships transiting the canal, as 
a token of deference to Panama, fly the Panamanian flag as 
well as the U.S. flag. 

Now, it seemed, perhaps, a little unfriendly to say, “No,” 
because while the gentlemen representing Panama would 
never have any misunderstanding as to why that might be 
done, generations coming after us might have some mis- 
enna as to why that was done, and we felt we could 
not agree to do anything, nor would the Senate approve it if 
we were to agree to it, which could be construed a hundred 
years hence as receding 1 millimeter from the position that we 
possess and exercise all of the rights that we would have if 
we were the sovereign in that area. 


Some Panamanian politicians and jurists and various publicists 
turn from arguing the legal constructions placed on the treaty of 
1903 to criticizing the manner in which the pact was negotiated. They 
protest that the treaty was negotiated by a Frenchman, in haste 
(see p. 23), and cast somber doubts as to fis motivation and that of 
the provisional Panamanian government which ratified the treaty. 
In these arguments it is customary to refer to the letter from Secretary 
of State Hay to Senator Spooner on January 20, 1904,” in which he 
points out the glcalig of the treaty to the United States and 
cautions against giving Panama more time to ponder. 


U.S. Senate, 84th Cong., Ist sess., Committee on Foreign Relations, ere befere the Committee on 
Foreign Relations, the Panams Treaty, Washington, Government ting Office, 1955, p. 164. 
# See p. 10 for the complete text. 
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‘This attack on the basic document poromine Panama’s relations 
with the United States has an emotional appeal to the national pride 
of the Panamanian people. Nevertheless, hy ratifying negotiations 
in both 1936 and 1955, Panamanian authorities have reaffirmed the 
handiwork of their founding fathers. 

The small group which traditionally has controlled Panama’s Gov- 
ernment and newspapers has been wont to condemn North American 
“¢mperialism.”’ This tactic serves a triple purpose. It provides a 
convenient scapegoat for their own impotency in solving the nation’s 
pressing economic problems; it is an effective vote getter among a 
pene which is extremely sensitive to slights to the national pride; 
and, finally, Panamanian leaders can exploit the nationalistic senti- 
ment they have whipped up to enhance their bargaining power with 
the United States. 

Egyptian nationalization of the Suez Canal in 1956 added fuel to 
the already well-stoked flames of nationalism in Panama. Panama 
protested to the United States and Britain for not having been 
invited to the London conference concerning the Suez Canal in view 
of the fact that ‘it was necessary and proper, and of special impor- 
tance” that it participate in the talks since ‘‘the Suez Canal has 
fundamental analogies with the Panama Canal.” Secretary of State 
Dulles asserted that there was no question of sovereignty in the zone 
since “the United States has all the rights which it would possess if it 
were sovereign.” 5 

In March 1957 a conference on the quvidicel aspects of the Panama 
and Suez Canals was held under the auspices of the University 
of Panama with representatives present from eight Latin American 
countries. Former Foreign Minister Octavio Fabrega, who headed 
Panama’s delegation to Washington to negotiate the treaty of 1955 

(which left intact the relevant terms of the treaty of 1903), asserted 
that Panama’s grant of the Canal Zone to the United States in 
perpetuity was inconsistent with the sovereignty of the nation.” 

Following the attempts in November 1959 to plant the Panamanian 
flag in the Canal Zone as a symbol of Panama’s sovereignty, President 
Eisenhower and Deputy Under Secretary of State Livingston Mer- 
chant made policy statements which bear upon the question. The 
Deputy Under Secretary, on a visit to Panama, made the following 
statement on November 24: 


During the course of our discussions, in response to a 
question by the President of Panama, I assured him that the 
policy of the U.S. Government with respect to the status of 
the Canal Zone remains as it had been stated more than 50 
years ago to the effect that the United States recognizes that 
titular sovereignty over the Canal Zone remains in the 
Government of Panama. 


A week later in his press conference, President Eisenhower stated: 


* * * T do in some form or other believe we should have 
visual evidence that Panama does have titular sovereignty 
over the region.™ 


8 The New York Times, Aug. 20, 1956, p. 4. 

& Perpetual pacts termed invalid’ New York Times, Mar. 31, 1987, p. 15. 
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u Renae Snot of the ‘President’s news conference on foreign and domestic matters, the New York Times, 
Dee. 3, 1959, p. 18. 
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B. COMMISSARIES 


Another controversy which extends back to the construction era 
relates to the operation of commissaries in the Canal Zone. In order 
to make living palatable, indeed possible, for workers who were 
imported to the isthmus to work on the canal, the U.S. Government 
opened supply stores in the Canal Zone. As early as 1904 Secretary 
of War Taft noted the “great alarm” felt by Panamanian merchants 
‘Jest the United States might use the clause of the Hay-Varilla Treaty 
which permits the United States to import free of duty into 
the isthmus all machinery, equipment, material, and supplies needed 
by it or its employees in the construction of the canal to break up 
their normal business in native supplies in the zone.” * 

President Roosevelt sent his Secretary of War, Taft, to the isthmus 
to work out an agreement designed to allay Panamanian fears. In 
his instructions to Taft, he noted: 


Apparently they fear lest the effect be to create out of part 
of their territory a competing and independent community 
which shall injuriously affect their business, reduce their 
revenues, and diminish their prestige as a nation * * *. We 
have not the slightest intention of establishing an independent 
colony in the middle of the State of Panama, or of exercising 
any greater governmental functions than are necessary to 
enable us conveniently and safely to construct, maintain, 
and operate the canal under the rights given us by the treaty. 
Least of all do we desire to interfere with the business and 
prosperity of the people of Panama. 


To pacify Panamanian fears, Taft included a proviso in the modus 
vivendi of December 1904, which provided for the importation and 
sale of merchandise “necessary and convenient” for the officers, 
employees, workmen, and laborers in the service and in the employ 
of the United States, and for their families, but which excluded from 
the benefits of the commissaries— 


all employees and workmen who are natives of tropical 
countries wherein prevail climatic conditions similar to 
those prevailing on the Isthmus of Panama, and who there- 
fore may be presumed to be able to secure the articles of food, 
clothing, household goods, and furnishings, of the kind and 
character to which they are accustomed, from the merchants 
of Panama, Colon, and the towns of the Canal Zone.” 


In the event that— 


such merchants charge prices in excess of legitimate profit, 
or practice other extortion, the United States, for the protec- 
tion and assistance of all its employees, whether from the 
tropical or Temperate Zone, will supply its commissaries 
with such staple articles as are required and desired by the 
inhabitants of tropical countries, and permit all its employees 
and workmen and those of its contractors to avail ihameelyss 
8 Statement of Hon. William H. Taft, Secretary of War, Apr. 18, 1906, hearings before Committee on 
teroceanic Canals, op. cit., p. 2527. 
88 President Theodore Roosevelt to Secretary of War William Howard Taft, Oct. 18, 1904, hearings before 


Committee on Interoceanic Canals, op. cit., p. 2394. 
a Thid., p. 2528. 
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of the benefits and privileges afforded by said Government 
commissaries.5* 


In 1905, service of the commissaries was extended to all Govern- 
ment workers because, as Taft told the Senate Committee on 
Interoceanic Canals— 7 


after a sudden influx of laborers, the merchants of the zone 
were apparently quite short of provisions, or else they 
attempted to make a corner upon them.” ; 


After the crash construction program for the canal was completed 
and activities in the zone settled down to a more steady tempo, 
Panamanian merchants renewed their laments that U.S.-operated 
commissaries were depriving them of their legitimate market in the 
zone. In negotiations during 1919 to replace the Taft modus vivendi 
of 1904, Panamanian authorities charged that one-half the people in 
Panama City and Colon used articles boughs in the commissaries and 
smuggled from the zone. With the canal construction completed, 
the merchants claimed that the United States no longer was justified 
in underselling them and driving them out of competition. 

During negotiations for a new treaty Minister Ricardo J. Alfaro 
called attention to the old grievance that the Panama Railroad 
Company operated— 


* * * commissaries, livery stables, garages, baggage trans- 
portation within the cities of Panama and Colon, dairies. 
poultry farms, butcheries, packing and refrigerating plants, 
soap factories, laundries, plants for roasting and packing 
coffee, sausage and canned meat factories, ironworks, car- 
penter shops, and cooperages, etc. * * * & 


The treaty of 1926 did contain an article stating that purchases 
from commissaries should be limited to employees of the American 
Government, their families and diplomats accredited to and designated 
by the Panamanian Government. The Panamanian Congress, how- 
ever, failed to ratify the treaty after public opinion became stirred 
over the provision that Panama should enter any war in which the 
United States was engaged. 

When complaints again were made against the Canal Zone com- 
missaries in 1927, the Department of State answered bluntly: ‘‘When 
the ratifications of this treaty are exchanged, the question will be 
definitely settled.” © 

With Panama deep in the throes of the world depression in 1933, 
President Arias decided to make a personal appeal to the new admin- 
istration in Washington. After several conferences, he and President 
Franklin Roosevelt issued a joint statement that the treaty of 1903 
now covered only— 


the use, occupation, and control by the United States of 
the Canal Zone for the purpose of maintenance, operation, 
sanitation, and protection of the canal— 


and that the— 


Republic of Panama is recognized as entitled, as a sovereign 
nation, to take advantage of the commercial opportunities 


38 Tbid. 
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inherent in its geographical situation so far as that may be 
done without prejudice to the maintenance, operation, sani- 
tation, and protection of the Panama Canal by the United 
States of America which is earnestly desirous of the pros- 
perity of the Republic of Panama. : 


The United States agreed to prohibit sales of “tourist’”’ goods by the 
commissaries for disposal on ships in transit through the canal, to 
exercise special vigilance to prevent contraband trade in articles 
purchased in the commissaries, and to regulate other sales by the 
commissaries to ships ‘‘with the interest of Panamanian merchants 
in view.” 

In 1936 a new General Treaty of Friendship and Cooperation em- 
bodied a number of revisions in the economic relations between the 
United States and Panama in the Canal Zone. In order to enable 
Panama to take advantage of “the commercial opportunities inherent 
in its geographic situation,” the United States agreed to confine sales 
in the commissaries to U.S. employees and Armed Forces; to untiee 
specific restrictions for regulating the sales by commissaries to ships 
and tourists passing through the canal; to cooperate in the preven- 
tion of contraband trade; and to prohibit the establishment in the 
eis Zone of any new private businesses, with the exception of 

ose— 


having a direct relation to the operation, maintenance, sani- 
tation, or protection of the canal, such as those engaged in 
the operation of cables, shipping, or dealing in oil or fuel. 


The United States retained freedom of decision as to which businesses 
have a “direct relation” to the operation and maintenance of the canal. 
The treaty of 1936 did not lay to rest the controversy over the 
Canal Zone commissaries. For a period after the exchange of ratifi- 
cations in 1939 Panamanian grievances lay dormant. This hiatus 
was due more to the local prosperity resulting from U.S. wartime 
expenditures on the isthmus than to results produced by the treaty. 
uring the war years a number of processing facilities were installed 
in Panama to meet local needs for goods which no longer could be 
imported and to fulfill requirements of the influx of Armed Forces 
personnel. As U.S. expenditures tapered off in the postwar period, 
the new enterprises operated at partial capacity. Scone pressure 
was brought by Panamanian industry and commerce for withdrawal 
of the Panama Canal Company from the manufacturing and process- 
ing in the zone of a wide range of consumer items and for a halt to the 
sale of tax-exempt and duty-free goods imported for sale in the zone 
commissaries. 
A new basic agreement between the United States and Panama in 
1955 again tackled the problem of the commissaries. Item 9 of the 
memorandum of understandings attached to the treaty of 1955 states: 


With respect to the manufacture and processing of goods 
for sale to or consumption by individuals, now carried on by 
the Panama Canal Company, it will be the policy of the 
United States of America to terminate such activities when- 
ever and for so long as such goods, or particular classes 


@ In 1942 and 1943 the zene’s population more than doubled as compared with 1940, 
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thereof, are determined by the United States to be available 
in the Republic of Panama on a continuing basis, in satis- 
factory qualities and \ Nacveeeases and at reasonable prices. 
The United States will give prompt consideration to a re- 
quest in writing on the part of the Government of Panama 
concerning the termination of the manufacture or processing 
of any poods covered in this item as to which the Govern- 
ment of Panama may consider the criteria specified in this 
item to have been met. 


In the course of the Senate hearings on the treaty of 1955, repre 
sentatives of various Canal Zone organizations indicated deep fears 
regarding the quality, availability, and price of food products from 
Panama and the consequent possible deterioration in the living 
standards of zone residents. epartment of State representatives 
testified that every safeguard would be taken to assure sufficient 
supplies of good quality. 

In accont with item 9 of the memorandum of understandings, the 
following Panamanian requests for discontinuance of Canal Company 
activities have been allowed: slaughter house with related meat process- 
ing plants; carbonated beverage plant; oxygen and acetylene gas 
plant; ice-manufacturing plant; industrial laboratory avelnine the 
manufacture or processing of some 200 food, drug, and other items 
(such as mouthwash, shaving lotion, etc.).™ 

The following requests for discontinuance have not been allowed: 
dairy (Panama does not have the capacity to produce sufficient quan- 
tity meeting sanitary standards); bakeries (as in the case of dairy 
products, it is believed that the Republic of Panama cannot produce 
enough products meeting sanitary standards) ; laundry and dry clean- 
ing plants and tire recapping plant (the Panama Canal Company 
contends that this is not the type of activity contemplated in item 9 
of the memorandum of understanding).© 

The dire consequences predicted 5 some residents of the Canal 
Zone do not appear to have materialized. During February 1960, 
on the average, food prices on the Canal Zone were 1.8 percent lower 
than those in effect in the average city in the United States. At the 
same time, all U.S. employees of the Canal Company and zone gov- 
ernment are paid a 25-percent differential rate above that of U'S. 
Government employees in continental United States and even Depart- 
ment of State employees in the Republic of Panama. 

The treaty of 1955 makes further concessions to the Republic of 
Panama with regard to sales and services by commissaries in the Canal 
Zone. The privilege of availing themselves of services offered in the 
zone is withdrawn after December 31, 1956, from persons employed 
by zone agencies, who are not citizens of the United States and who 
do not actually reside in the zone, thus requiring them to purchase the 
services they desire within the Panamanian economy (item 6, memoran- 
dum of understandings). 

The memorandum of understandings also provides (item 4) for the 
withdrawal of the United States, with a few exceptions, from the 
business of selling supplies to ships transiting the canal. 


7 Ue lias of State, Panama desk. 
® Panama Canal Co. , U.8. Citizen Consumer Price Index, April 1960. 


27-296 O - 64-3 


26 UNITED STATES-PANAMA: RELATIONS 


C. THIRD-COUNTRY PURCHASES . 


Another sore pont with Panama over the years has been the 
practice of Canal Zone agencies of buying cupilice in the cheapest. 
world market for resale in the zone commissaries and post exchanges. 
Merchandise so purchased entered the zone duty free, Items included 
everything from staples, like New Zealand meat, to lu: items like 
diamonds and Oriental wood carvings. Panama complained that. 
such imports constituted unfair competition with Panamanian mer- 
chants who must pay Panamanian duties on similar articles. 

Dring tae negotiations of the treaty of 1955, Panama proposed 
that the United States formally agree that all items needed or desired 
either by individuals or for the maintenance, functioning, and defense 
of the canal (except war materiel) would be purchased by U.S. Gov- 
ernment agencies from Panamanian production, commerce, and in- 
dustries, subject to certain provisos with respect to price, quality, 
and availability. This proposal was in line with Panama’s assump- 
tion that the commerce and industry of Panama should be enabled 
to take advan of the market offered by the Canal Zone. 

_ According to the Secretary of State’s report to the President regard- 
ing the treaty of 1955, the United States “could not agree to a sub- 
sidization of the Panamanian economy at the expense of individuals 
residing in the zone or in connection with the importation of materials. 
require for the maintenance, operation, and defense of the canal.” 

wo general statements were included in the memorandum of 
understandings attached to the treaty of 1955 relative to the problem 
of third-country purchases. 


Item 7. It is and will continue to be the policy of the 
Panama Canal agencies and of the Armed Forces in the 
Canal Zone in making purchases of supplies, materials and 
equipment, so far as permitted under U‘S. legislation, to 

ord to the economy of the Republic of Panama full 
opportunity to compete for such business. 


In the words of the Secretary of State, “item 7 represents the full 
extent to which the interested agencies of this Government con- 
sidered it feasible to go in this matter.” 


Item 8. In general connection with the matter of the im- 
portation of items of merchandise for resale in the sales 
stores in the Canal Zone, it will be the practice of the agencies 
concerned to acquire such items either from U.S. sources or 
Panamanian sources unless, in certain instances, it is not 
feasible to do so. 


The Secretary of State’s explanatory note to the President gives 
the Department’s interpretation of item 8: 


The undertaking in item 8 was drafted with a view to 
alleviating irritations which have arisen with respect to the 
sale in the zone of so-called luxury items. Panama is not 
given a monopoly over sales of the kind to which this item 

heat at e4th Cong. 1s sees, hearings before the Committee on’ Foreign Relations, “he Panama 
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relates, and in certain circumstances the zone agencies retain 
their freedom to acquire desired items elsewhere. 


Shortly after the treaty of 1955 was concluded, the Panama Canal 
Company restricted sales of so-called luxury items in the commissaries 
to those which sold for less than $50. No restrictions were placed by 
the Defense Department upon sales in the post exchanges. 

Panama resentment over third country purchases did not abate 
with the signing of the treaty of 1955. Panama interpreted item 8 of 
the memorandum of understandings in broader terms than did the 
United States. In the Panamanian view, item 8 did not specify 
luxury items and was not intended to have such a restrictive inter- 

retation. Panama ed that the requirement to purchase eue 

om either the United States or Panama should apply to all U.S. 
purchases for resale in the zone. 

The ensuing controversy hinged more on the word “feasible.” The 
Panama Canal Company and the Department of Defense took the 
position that “feasibility” should be determined in terms of price, 

uality, and assured supply. Panama, on the other hand, insisted 
that it means supplies must be purchased in the United States or 
Panama unless it is impossible to buy them in either place. 

Within the United States a split developed on U.S. policy. The 
Armed Forces and Panama Canal Company felt concern lest Panama 
sources of such items as beef and lamb (which, imported from New 
Zealand and Australia, retailed in the zone for 25 cents per pound) be 
higher priced and of inferior quality. The Department of State, on 
the other hand, held the view that U.S. ae policy should not be 
determined by certain fringe benefits to U.S. employees, especially 
those enjoying a 25-percent wage differential over rates in the United 
States. According to the Department of State, Panama’s economic 
viability and political stability should be the prime considerations 
upon which ts. policy is formulated. Accordingly, the United 
States should assist Panama in achieving the benefits to be derived 
from the presence of the Panama Canal down the middle of the nation. 

In October 1959, the Panama Canal Company decided to purchase 
all items for resale in the zone from either the Republic of Panama or 
the United States. Thus, all merchandise for sale in zone commissaries 
will pass through either United States or Panama customs barriers. 

The Department of Defense, fearful lest such a purchasing policy 
would establish a precedent in its worldwide operations, resisted the 
change. On March 15, 1960, at the insistence of President Eisen- 
hower, it was announced that henceforth the Department of Defense 
would purchase all supplies except gasoline for its operations in the 
Canal Zone from either Panama or the United States. The Armed 
Forces also fell into line with the Panama Canal Company’s existing 
policy of a $50 limit on luxury items that can be sold in post exchanges. 

The new ban on third country purchases should bring to an end 
one of the foremost points of friction between the Republic of Panama 
and the United States. 

Side effects of the ban are already visible. The Panama Canal 
Company sent purchasing parties all over the Republic of Panama to 
start farmers cooperatives, and point 4 technicians are teaching cattle 
growers how to bring meat up to standards. While promoting much 
needed diversification of the economy, these efforts are engendering an 
incalculable reservoir of good will. 
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D. WAGE AND EMPLOYMENT OPPORTUNITIES IN THE ZONE 


- No issue has aroused more bitterness in Panama than the charge 
that Panamanian citizens are being discriminated against in the Canal 
Zone with regard to wages and ear opportunities. 

The roots of the problem stretch back to construction days. Skilled 
laborers, most of whom were US. citizens, were paid in gold, whereas 
other laborers, mostly natives from the tropical lands of Panama, 
Jamaica, Puerto Rico, and the West Indies, were paid in silver. Wages 
of “silver” employees were generally set at levels equal to or slightly 
above those prevailing for native labor in the Caribbean area, the 
pyre being that such wages provided for their accustomed standard 
of living. 

The American mechanics and artisans who contributed their skills 
to the construction of the canal found little in common either with 
the cultured white Panamanians of Spanish descent or with the pre- 
dominantly Negro laboring force. Separate housing areas, schools, 
and commissaries sprang up in the Canal Zone to meet their needs. 

The concept of “silver” and “gold” employees almost inevitably 
took on aspects of racial and nationality discrimination and came to 
be a severe irritant to Panamanians of all racial origins. 

, The ides that Panamanians should have access to equal opportuni- 
ties for employment had little acceptance among U.S. residents of 
the Canal Zone. For many years only citizens of the United States 
were eligible for employment in executive, supervisory, professional, 
subprofessional, and clerical positions. Representatives of organized 
labor in the Canal Zone, especially during the depression, lobbied for 
the replacement of “silver” employees in artisan groups with citizens 
of the United States. 

First official recognition of Panama’s desire to secure equal treat- 
ment for its nationals in the Canal Zone’s labor policy occurred in 
1936. In an exchange of notes ancillary to the 1936 general treaty, 
it was stated that the United States— 


will favor the maintenance, enforcement, or enactment of 
such provisions, consistent with the efficient operation and 
maintenance of the canal and its auxiliary works and their 
effective protection and sanitation, as will assure to Pana- 
manian citizens employed by the canal or the railroad equal- 
ity of treatment with employees who are citizens of the 
United States of America.” 


In 1948 the silver and gold roll designations were replaced. The 
Canal Zone Government and the Panama Canal Company then 
followed a practice of dividing positions into two categories, ‘U'S. 
rate” and “local rate.” In theory, non-U'S. citizens were eligible for 
“TS. rate” positions, if qualified. In practice, less than 4 percent of 
jobs classified as “U.S. rate’”’ were filled by non-U:S. citizens. The 
Armed Forces maintained its worldwide policy, that is, a dual-wage 
system bala all jobs, regardless of their nature, had two wage 
rates, one for U.S. citizens (‘‘U.S. rate’’) and one for non-US. citizens 
-(“local rate’’). 

In a joint statement issued October 1, 1953, by the President of 
the United States and the President of Panama, the principle of 
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equality of job opportunity and treatment for citizens of Panama 
was proclaimed: ” 


We have equally agreed that, inasmuch as the two countries. 
have a mutual and vital interest in the work of the Panama 
Canal, the principle of equality of opportunity and treat- 
ment must have full effect in regard to the citizens of Panama 
and the United States employed in the Canal Zone as set forth 
in the exchange of notes of March 2, 1936, on this subject and 
that wherever circumstances should be found which in any 
manner interfere with the observance of that principle, 
appropriate measures will be taken by the United States. 


The memorandum of understandings attached to the treaty of 
es embodies the principle of equal treatment. It is stated in item 
1 that: 


Legislation will be sought which will authorize each agency 
of the U.S. Government in the Canal Zone to conform its 
a Are i practices in the zone to the following principles: 

(a) The basic wage for any given grade level will be the 
same for any employee eligible for appointment to the 

osition without regard to whether he is a citizen of the 
Tinited States or of the Republic of Panama. 


Paragraphs (5) and (c) provide that U.S. citizen employees may 
receive an overseas differential, an allowance for taxes enieh operate 
to reduce their disposable income as compared with employees who are 
residents of the area, and greater annual leave benefits. 

Item 1 further provides: 


Legislation will be sought to make the Civil Service 
Retirement Act uniformly applicable to citizens of the 
United States and of the Republic of Panama employed 
by the Government of the United States in the Canal Zone. 

The United States will afford equality of opportunity to 
citizens of Panama for employment in all U.S. Government 
positions in the Canal Zone for which they are qualified 
and in which the employment of U.S. citizens is not required, 
in the judgment of he United States, for security reasons. 

The agencies of the U.S. Government will evaluate, classify, 
and title all positions in the Canal Zone without regard to 
the nationality of the incumbent or proposed ineambent 

Citizens of Panama will be afforded opportunity to 
participate in such training programs as may be conducted 
for employees by U.S. agencies in the Canal Zone. 


On July 25, 1958, Congress implemented the obligations assumed 
by the United States under the memo of understandings with the 
passage of Public Law 85-550. 

Rates of pay for various occupational categories are determined by 
the area of principal recruitment, without regard to the nationality 
of the incumbent. Wages for positions for which satisfactory per- 
sonnel can be pocrdited locally are based upon local prevailing rates, 
In practice, present Canal Zone wages for these jobs average from 
30 to 200 percent higher than prevailing wages in Panama. Positions 
demanding special skills, education, or training for which qualified 


® Ibid. 
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‘personnel must generally be sought outside of the area are paid at 
rates based on equivalent or closely similar rates prevailing in the 
Federal service in the United States, plus 8 25-percent differential and 
tax increment in the case of U:S. citizens. . 

Since implementation of the Treaty with Panama the percentage 
of non-U.S. citizens paid at U.S. base rates by the Panama Canal 
ra oa and the Canal Zone Government has moved upward as 
ollows: 


February 1959: 144 out of a total of 3,520 or 4 percent. 
June 1959: 173 out of a total of 3,542 or 5 percent. 
December 1959: 234 out of a total of 3,702 or.6 percent. 
April 1960: 259 out of a total of 3,702 or 7 percent. 


Fears expressed during hearings on the Tresty of 1955 by U.S. 
citizen employees in the zone that their jobs would be classified down 
to Panamanian wage-levels have not materialized. In implementing 
the treaty with Panama no U.S. citizen employees have had their 
wages reduced to conform to prevailing rates in Panama.” 

In line with the clause in item 1 of the memorandum of under- 
standings with regard to affording Panamanians— 


opportunity to participate in such training programs as may 
pe conducted for employees by U.S. agencies in the Canal 
ne— 


President Eisenhower announced on April 19, 1960, an increase in the 
Panama Canal Company’s apprenticeship program. Henceforth, 25 
Panamanian citizens would be selected each year to participate in the 
Canal Company’s 4-year training course. As a result of the first 
examinations after the announcement, 27 Panamanians and 10 U.S. 
citizens have been selected. 

Some criticism still is heard regarding employment practices of 
US. zone agencies. Despite the principle of equality-of opportunity 
embodied in the memorandum of understanding and Public Law 
85-550, the charge is made that U.S. authorities, in order to give 
preference to U.S. citizens, stretch the definition of “security” to 
apply to a large number of positions which actually do not involve 
security risk.” There are 1,961 positions classified as ‘‘security’’.”6 
Panama, meanwhile, argues that in two World Wars no sabotage 
occurred, and that continuing discrimination against Panamanians 
by means of the “‘security” escape clause, rather than assuring secur- 
ity, creates dissension and the basis for insecurity. 


E. THE ANNUITY 


The annuity which the United States pays yearly to the Republic 
of Panama provides a rallying slogan for anti-U.S. agitators in 
Panama. | 

The original figure specified by the Hay-Bunau-Varilla Treaty of 
1903 was $250,000. Under the terms of the treaty of 1936, the amount 
was increased to $430,000 to adjust to the reduction of the gold con- 


1 Letter from secretary, Panama Canal Com; to te 
Foreign met es Kee ta. pany to chairman, Subcommittee on Inter-American Affairs, 


8 James L Busey, “Conflict in Panama,” the New Leader, Feb. 
% Letter from secretary, Panama Canal Company, op. cit. ire agora ae 
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tent of the American dollar. Article I of the treaty of 1955 raised 
the amount of the annuity to $1,930,000.” The same article contains 
@ provision designed to safeguard the United States against any 
assertion of the right to demand an increase in the annuity. It is 
stated that the parties “recognize the absence of any obligation on 


‘the part of either party to alter the amount of the annuity.” 


Some critics of U.S. policy in Panama demand that the gross 
receipts of the Canal Zone be split 50-50. Gross revenue from the 
Panama Canal Company (which includes tolls, sales of commodities, 
and rentals) amounted to over $87 million in fiscal year 1959. Net 
revenue, however, was less than $3 million. Payroll costs for the 
Canal Company and the Canal Zone Government consumed over 
$52 million. Other financial obligations include operating costs, 
interest and depreciation charges on the U.S. Government’s invest- 
ment in the project, and a part of the $1,930,000 annuity paid annually 
to the Republic of Panama. 

The following table gives a breakdown of revenues and 
expenditures: 78 


Comparative statement of revenue and cere fiscal years ended June 30, 1959, 
and 1958 


$46, 546, 621 
18, 452, 121 


Total revenue. 


Operating expenses and deductions: 
Payroll and related costs. 
Material and other operating expenses. 
Cost of commodities sold. 
Depreciation. 
Annuity to Republic of Panama (repayment to U.8. Treasury).......-.- 
Net cost to Canal Zone Government (repayment to U.S. Treasury) 
Interest on net direct investment of U.S. Government 8, 979, 415 


Total operating expenses and deductions 84, 267, 330 
Net revenue. 2, 983, 532 


Those who urge that gross proceeds be split 50-50 with Panama 
turn aside the fact that Panama now receives more than half the net 
profits of the canal with the argument that the United States receives 
inestimable benefits from the canal and should be willing to pay. 
This claim ignores the benefits which accrue to Panama from oper- 
ations of the Panama Canal (see p. 13). 

The demands for a 50-50 split of the gross receipts rest on emo- 
tional rather than rational bases. Since construction days the canal 
has conjured up for many Panamanians a tissuey dream of easy pros- 
perity. With the passage of time reality has shown that the canal is 
not, after all, a cornucopia of wealth. But the dream persists. The 
presence in the Canal Zone of an island of prosperous U.S. residents, 
in sharp contrast to the widespread poverty in the surrounding Re- 
pe of Panama, accentuates the notion that the canal can provide 

igh living standards. 


7 The Panama Canal Company assumes responsibility for $430,000; the additional $1,500,000 added by 
the Treaty of 1955 is paid by funds bid phd eer to the Department of State. 
” Panama Canal Company, Annual Report, fiscal year ended June 30, 1959, p. 48. 
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VII. Comparison or THE Lecat Srarus or THe Sugg AND 
Panama CaNatss. : ; 


Nationalist and leftwing elements in the Republic of Panama were 
stirred by Egypt’s nationalization of the Suez Canal Co. on July 26, 
1956. Recently United Arab Kingdom representatives have been 
active in Panama. As stated previously, the UAR delegation is said 
to be the most active diplomatic mission in Panama although there 
are few Arab residents and virtually no Arab commercial interests. 
Cairo also beams two radio broadcasts nightly to Panama devoted to 
the alleged unfair treatment Panama is receiving from the United 
States with respect to the canal. 

UAR, Castro, and Communist propaganda notwithstanding, the 
legal status of the Suez Canal differs fundamentally from that of the 
Panama Canal. 

A. SUEZ CANAL BASIC AGREEMENTS 


The fundamental agreement concerning the Suez Canal was between 
an international company and the Egyptian Government. The Suez 
Canal was constructed and operated—until nationalized in 1956—by 
@ private international company, established and recognized for the 
partes? under a concession granted by the Khedive of Egypt to 

erdinand de Lesseps in 1856 for the formation of an international 
company of which he was to be the director. The concession was to 
run for 99 years from the date of the opening of the canal, which took 
place in November 1869. 

The assets of the company, originally in Egyptian and French 
hands, later were acquired to a preponderant extent by the British 
Government and British subjects, due chiefly to the extravagances of 
the Khedive. Riots broke out in Alexandria and the British sent a 
successful expedition to the isthmus of Suez. After extended negotia- 
tions, the Suez Convention was signed in 1888 by Great Britain, 
France, Austria-Hungary, Germany, Italy, the Netherlands, Russia, 
Spain, and Turkey (then in nominal control of Egypt). By that 
multilateral convention, passage through the Suez Canal was to be 
open at all times to ships of all nations. 

When Egypt nationalized the canal in 1956, Great Britain and 
France, with the support of other users of the canal, claimed before the 
United Nations that the Suez Canal Co. enjoyed international status 
and that therefore Egypt had no right to nationalize it. According to 
this view, the 1888 Convention, with its provision for open passage to 
all users, was the chief legal instrument violated by Egypt’s act. 
Egypt held that granting the concession was a domestic act; that the 
nationalization was a legitimate act of sovereignty; and that the Suez 
Canal Co. was an Egyptian company and no part of the system estab- 
lished by the 1888 convention. An Egyptian announcement in 1957 
concerning the future use of the canal stated that the 1888 agreement 
would be complied with. 


B, LEGAL STATUS OF THE PANAMA CANAL 


_ Without passing judgment on the legality of Egypt’s nationali 
tion of the Buez anal Co., the legal aiatie of the Panama Canal rs 
another matter. The story of how the United States came to build 
the Panama Canal is told in some detail at the beginning of this report. 
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The fundamental agreements governing the Panama Canal are bi- 
lateral ones between the U.S. Government and the Government of the 
Republic of Panama, not between a sovereign state and a private 
company. 

By the Hay-Bunau-Varilla Treaty of 1903, the United States is 
granted “in perpetuity” (not a 99-year lease) the use, occupation, and 
control of the Canal Zone as if it were sovereign. No provision is 
made to terminate the agreement. Treaties of 1936 and 1955 have 
modified some of the provisions of the treaty of 1903, but no changes 
were made in the basic arrangements with respect to the legal basis of 
U.S. operations in the Panama Canal area. In fact, both the later 
treaties confirm those parts of the 1903 treaty which are relevant to 
US. jurisdiction in the Canal Zone. 


VIII. Aurernatives to U.S. Controu 


Some observers foresee a rising tide of nationalism in Panama 
due in part to the wave of nationalism sweeping the underdevelope 
regions of the world, to Castro’s Cuban example, and to Communist 
efforts to aggravate tensions in an area of U.S. interest. These 
commentators reason that Panama leaders will no longer be able to 
contain and exploit popular hostility, and that in these explosive 
circumstances, the United States, regardless of its legal rights on the 
isthmus, could not uphold its position in the Canal Zone. They 
further maintain that armed intervention by the United States would 
not only place the highly vulnerable canal in the midst of an armed 
camp, but would probably wreck the inter-American system whose 
cornerstone is the doctrine of nonintervention. Accordingly, a 
number of alternative suggestions have been put forward for main- 
taining the canal in effective operation. 


A. INTERNATIONALIZATION OF THE CANAL 


President Truman proposed at the Potsdam Conference in 1945 
that the Panama Canal be internationalized along with other inter- 
national waterways. In this he was supported by Prime Minister 
Attlee of Great Britain, but the Russians vetoed the idea.” President 
Truman’s plan was not designed to avoid problems in Panama. 
Rather, it was a package deal aimed at an international guarantee of 
free passage along all international waterways as a means of removing 

ossible future trouble spots. Since that time the Suez Canal has 
Fear nationalized by Egypt and the Danube River has fallen to the 
mercy of the Danube Commission which is dominated by Soviet- 
bloc countries. 

Stanford University political scientists, Martin B. Travis and 
James T. Watkins, in an article appearing in Foreign Affairs, April 
1959, present a case for internationalization of the Panama Canal 
under United Nations auspices.” ‘Their reasons differ from those 
motivating President Truman’s 1945 suggestion. Travis and Watkins 
contend that the “changed nature of modern warfare” has ‘deprived 
the canal of its original importance.” With the outmoding of face- 
} Demaree Bess, “The Panama Danger *? Saturday Evening Post, May 9, 19 


Zone, 59, p. 7 
® Martin B. Travis and James T. Watkins, “Control of the Panama Canal: an Obsolete Shibboleth?” 
Foreign Affairs, April 1959, pp. 407-418. 
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to-face naval engagements, “the two-ocean navy is itself outdated.” 
Consequently: 


That left the canal as a waterway for peacetime shipping 
and as a route of only secondary usefulness for the wartime 
transportation of critical materials—hardly a target of 
prime importance to enemy forces. Since then the canal’s 
vulnerability in an atomic-missile war has been demon- 
strated by the war games of April 1957. Henceforth, the 
defense of the canal must be fought far out in the Pacific and 
the Atlantic or from land bases in continental United States. 
In the event of a limited war the risk of expanding the con- 
flict is likely to deter the enemy from designating as a strategic 
target what is no longer a vital supply route. 

* * * * * 


Since World War II, defense of the canal has been assigned 
a low strategic priority. The military is apparently oper- 
ating on the conclusion expressed by Hanson Baldwin in 
1957 that the canal today is indefensible in total war and 
short of total war is less defensible and less strategic than 
ever before. 


Reasoning that a “storm is building up in Panama” and “‘appro- 
priate measures taken soon can protect the real as distinguished from 
the illusory U.S. interest in the canal, while a policy of drifting 
along may jeopardize our interests far beyond Central America’, 
Professors Travis and Watkins see the answer to the dilemma in inter- 
nationalization of the canal under the United Nations. They argue: 


To concede to the tiny population of Panama the power to 
control a vested interest of the whole community of nations 
would be no more justifiable than to try to continue the 
present arrangement. To set up under the Organization of 
American States a hemispheric agency for operating the 
canal, a waterway which serves all maritime powers directly 
and all others indirectly, would open it to the same objections 
which can be charged against a Danube Commission made up 


- defense of an exclusive interest 
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agency would enjoy moral and practical punp art which the 

dain ed by the United States 
could not evoke. The same principle would apply in the 
event of limited warfare, where, again, the United States 
would be in a better moral position to attract the support of 
the world community. 

Good service at a reasonable cost could also be expected 
from an international agency. Indeed, from a strictly eco- 
nomic standpoint internationalization would offer every hope 
of bringing an improvement. Less exposed to special-interest 
pressures than is the U.S. Congress, a Panama Canal Com- 
mission could more readily determine an optimum toll 
schedule for facilitating the flow of traffic and yet building 
up reserves for needed improvements. And finally, partici- 
pation in the pees of the canal would be insured as long 
as the United States remained one of the principal users. 

It might be argued that internationalization would be 
injurious to certain interests claimed by Panama, which 
stands in a special relationship to the canal. Under inter- 
national jurisdiction, Panama could expect little support for 

andiose schemes for third locks or a sea-level channel. 

ut, that, as we have seen, is the present situation. Then, 
too, Panama’s bargaining power, derived from pitting the 
claims of nationalism against those of the U.S. colossus, would 
be lost. Yet this would be more than compensated for by 
the more effective support which Panama would obtain from 
Latin American representatives on the Panama Canal Com- 
mission. Finally, Panama would lose to the international 
agency powers Keretofare claimed (but not exercised) by 
itself with respect to the canal, but by the same measure 
it would render itself more secure from the arbitrary exercise 
of power by others. 


B. ORGANIZATION OF AMERICAN STATES CONTROL 


only of riparian powers. There remains the alternative of 
establishing under the United Nations a specialized agency, 
the Panama Canal Commission, serving and raspotistbis to 
the community of nations, and including representatives of 
the canal’s principal users. 

Internationalization would leave unimpaired the real in- 
terest of the United States, namely, the preservation of the 
canal and access to it, good service at low cost, and a voice 
in the operation of the canal. The security of the canal would 
be, if anything, enhanced. Already hopelessly vulnerable, an 
internationalized canal might seem to a potential aggressor 
a less attractive target than one under the exclusive juris- 
diction of the United States. In any case, the United States 
would be entitled to come to the defense of the canal, if de- 
fense were feasible, by acting within the United Nations 
under article 51 of the charter or the “Uniting for Peace” 
procedures. Such action in defense of an international 


The Department of Political Science of Northwestern University, 
in a study on the Organization of American States prepared, in 1959, 
on the request of the Senate Committee on Foreign Relations, recom- 
mends that the administration of the Panama Canal be turned over 
to the OAS.*4 ; 

They take a dim view of the idea of giving the United Nations con- 
trol “because of the tendency of the United Nations to invest con- 
troversial issues with the politics of the cold war.” They note “how 
the Security Council of the United Nations muddled the Guatemalan 
situation in 1954.” 

According to the study, by regionalizing the canal through the 
OAS, the United States would— 


avoid the political dilemma of internationalizing it through 
a divided U.N. or having it eventually nationalized despite 
ourselves by the Panamanians. 
8U.8. a 1 ., “United States-Latin American Relati The zation of American 
State poe prepared 6 request of the Subcommittee on ‘Awnertenn Republics Affairs of the Com- 
mittee on F Office, 


ion 
rs 
‘oreign tions, by Northwestern University, Washington, Government Printing 
Dee, 24, 1959, pp. 66-67. 
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It is stated, moreover, that by regionalization the United States would 
not only strengthen the Organization of American States but.reap a 
number of political gains: ; on 
A promise to multilaterize the Canal Zone will be another 
striking symbol of the nonimperialistic nature of our foreign 
policy. e move would be as forceful a demonstration of 
our integrity as was the eaaigs, Tear early-made promise 
of freedom to the Philippines. her, the act would give 
us a firm posture for maneuver with respect to future prob- 
lems regarding the Suez Canal. However, its most important 
and fundamental impact would be within the Americas. It 
would be another dampnatration—and a most impressive 
one—of our long-term willingness to work as partners with 
the other nations in the hemisphere. 


C. PURCHASE FROM PANAMA 


Another political scientist, Prof. James L. Busey of the University 
of Colorado, opposes multilateralization of the Panama Canal under 
either OAS or U.N. auspices. In his view— 


if the United States were to continue to run it under inter- 
national authority, the bickering would increase. If opera- 
tions were to be handled by several participating powers, the 
service would probably deteriorate and controversy would 
be inevitable. In any event, the unhappiest party of all 
would be Panama itself.” 


Like his counterparts at Stanford and Northwestern Universities, 
Professor Busey feels that the present circumstances are fraught with 
deuser for the United States. He recommends that the United 

tates— 


now enter into negotiations with Panama with the object of 
abandoning the foggy provisions of the 1903 convention, and 
of securing full and undivided U.S. sovereignty over the 
canal and the zone—or better still, propose to purchase the 
entire Central American half of the Republic of Panama, 
from the zone’s present eastern border to the Costa Rican 
frontier. 


If negotiations to purchase from Panama fail, Mr. Busey suggests 
building a canal in Nicaragua which— ial: 


has the huge eine of giving the United States full title 
to a strip of territory located between two countries, instead 
of cutting one in half. 


D. OTHER SUGGESTIONS 


Other suggestions which crop up occasionally include the formation 
of an agency of canal users to administer the canal or simply letting 
the canal revert to Panama. 


ag L. Busey, “Conflict in Panama,” The New Leader, Feb. 15, 1960, p. 19. 
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TX. Suscommrrrer Finvinas anp RECOMMENDATIONS 


(1). The subcommittee does not believe that either the interests of 
the Republic of Panama, the United States, or the users of the Panama 
psn sud be served by the transfer of the control and operation of 

e canal. 

Turning over the canal’s administration to the United Nations is 
advanced by its proponents as a means of relieving United States- 
Panama friction which can be exploited by enemies of the free world. 
Holders of this view rest their case on the presumption that the 
Panama Canal’s strategic value has vanished in the light of recent 
military developments. 

The subcommittee believes that the strategic value of the canal 
continues to be an important consideration. The subcommittee is 
convinced, moreover, that giving the United Nations control of the 
Panama Canal would facilitate Communist endeavors to disrupt the 
economic and political stability of the Western Hemisphere. As 
long as the Communists are bent on destroying inter-American 
unity, it makes no sense to give Communist-bloc countries a voice in 
the administration of a waterway which traverses the Western 
Hemisphere. 

Administration of the Panama Canal by the Organization of 
American States poses drawbacks of a different nature. 

The subcommittee finds that OAS administration of the canal has a 
certain regional appeal and might indeed be interpreted by the 
American Republics as @ sincere commitment to partnership with 
them. However, maritime nations outside the hemisphere who rely 
on the canal are likely to greet regionalization of the canal less en- 
thusiastically. 

The following table showing the principal Panama Canal trade 
routes discloses the vital interests which nations outside the Western 
Hemisphere share in the effective operation of the canal: 


Major Panama Canal trade routes, ranked by cargo tonnage volume for selected 
jiscal years 


Trade route 


East coast United States-Asia. 
United States-wast coast South America... 


West coast Canada-Europe. 

Australasia- Europe 

West coast United States-Europe. 

West coast United States-east coast South America_.._ 
ast coast United States- Australasia. 

West Indies-Asia. 

West Indies-west coast South America.......-...-..-- 
East coast South America-west coast South America... 
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1 Not among the 15 most important routes. 


4 U.S. Cong., 86th, 2d sess., “Report on a Long-Range Program for Isthmian Canal Transits,’’ H. Rept. 
No. 1666, Washington, GPO, June 23, 1960, p. 50. r 
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Furthermore, by the terms of the treaty arrangements between the 
United States and the Republic of Panama, the consent of both nations 
would be necessary to undertake any scheme for international or 
regional administration of the Panama Canal. — Ss sacks 
As for porceaene the zone outright as has been suggested, given the 
degree of nationalism in Panama and in Latin America, the sub- 
committee thinks any effort to effect purchase of the area is not only 
doomed to failure but is likely to stimulate great hostility and out- 
a of “imperialism” not only in Panama but throughout Latin 
erica. fs 
The possibility of building a new canal other than in Panama has 
been mentioned. The United States does hold exclusive treaty rights 
in Nicaragua to construct, maintain, control, and defend a canal. 
(See p. 11.) A number of factors militate against the construction 
at this time of an alternate canal route through Nicaragua. 
reported on page 11 of this study, the Board of Consultants contracted 
by the Committee on Merchant Marine and Fisheries to study the 
canal situation from a technical viewpoint recommended against a 
Nicaraguan Canal. However, the Board of Consultants is optimistic 
about the possibility of a canal in Colombia, recommending that 
“further engineering studies of sea-level routes across the isthmus in 
Colombia should be initiated and prosecuted vigorously.” The sub- 
committee concurs fully with the Board of Consultants in this matter. 
As for reversion to Panama, responsible Panamanians themselves do 
not urge such a course. The cost of running the canal at its present 
capacity and preparing it for future expanded traffic is well beyond the 
means of the small Republic. The most conservative estimate of the 
costs to make improvements to provide additional capacity to meet 
the demands of'international commerce beyond the year 2000 is 
$61 million.® 
(2) the subcommittee recognizes that the efficient operation of the 
Panama Canal] depends in large measure upon the good will of the 
Panamanian people toward the United States. We acknowledge that 
the overwhelming presence of the United States in Panama makes an 
inviting target for every sort of agitation. We believe, however, that 
it is possible for the United States and Panama to maintain normal, 
friendly relations. 
To this end, the subcommittee recommends that the agencies of 
the U.S. Government in the Panama Canal Zone be scrupulously dili- 
ent in applying the provisions of our treaty arrangements with the 
epublic of Panama—the intent as well as the letter of our agreements. 
he subcommittee recognizes that U.S. residents in the Canal Zone 
perform a great service for their country at certain personal sacrifices. 
At the same time, American citizens in the Canal Zone have a special 
responsibility to assist to the maximum extent toward furthering 
amicable relations with nationals of the Republic of Panama. The 
subcommittee approves every effort to assure U.S. citizens in the zone 
a standard of living comparable with that which they would enjoy 
in continental United States. However, the Republic of Panama is 
no longer the isolated frontier civilization of construction days which 
motivated the U.S. Government to adopt measures designed to miti- 


“Ibid, p. 32, 


UNITED STATES-PANAMA RELATIONS 39 


‘gate harsh living conditions. Unfortunately, there exists a human 


tendency to regard emergency measures which endure for a long 
period of time as vested interests. The subcommittee is confident 


- that officials of the U.S. agencies operating in the Canal Zone, in 
‘living up to our treaty commitments with Panama, will take into 


‘consideration the welfare of the residents of the zone. At the same 
time, the subcommittee urges the Panama Canal Company and Zone 
Government to emphasize to their employees their responsibilities as 
USS. citizens living in a unique situation. 

(3) The subcommittee recognizes that Panama’s unbalanced econ- 
omy breeds human misery, leading to political instability. As the 
Republic’s principal and most apparent source of income, ih Panama 
Canal becomes the target of bitter popular discontent. 

The subcommittee realizes that the Republic of Panama is largel 
devoid of resources with which the economy could be diversified. 
But we are of the opinion that proper utilization of the rescurces 
which Panama does Lei would contribute to raising to satisfactory 
levels the living conditions of the large masses of Panamanian people. 
The subcommittee hopes that Panama’s leaders recognize that the 
revenues from the Canal Zone are not adequate to sustain the eco- 
nomic life of the Panamanian community. 

The subcommittee recommends that the United States cooperate 
generously by providing technical and financial assistance for projects 
designed to broaden the base of Panama’s economy. However, the 
subcommittee realizes that it is up to the leaders of the Government 
of the Republic of Panama to take the necessary measures which 
would make U.S. assistance effective. 

(4) The subcommittee acknowledges that the question of flying the 
Panamanian flag within the Canal Zone as a recognition of Panama’s 
“titular sovereignty” is charged with dangers that could explode 
beyond Panama-United States relations. The issue offers a constant 
temptation to demagogs, with the consequent possibility of an ugly 
incident which could aa used to arouse anti-American sentiment 
throughout the hemisphere. 

The subcommittee is convinced, however, that to accede to the 
Panamanian request, after more than half a century in which only 
the U.S. flag has been raised in the Canal Zone, would constitute a 
major departure from established policy. In the subcommittee’s judg- 
ment, such a proposal would represent a basic change in treaty inter- 
pretation. Hence, should the Government of the United States deter- 
mine at any time in the future that a concession of this magnitude 
would be in the national interest, such a change should be accomplished 
only after due constitutional process. 

(5) The subcommittee believes that U.S. relations with the Republic 
of Panama are weakened by dissension regarding the Canal Zone 
within the administration. Conflicting views of the Department of 
State, the Panama Canal Company, and the Department of Defense 
should be adjusted at the highest level—the Presidency—and then 
firmly administered with a single voice. ae 

(6) The subcommittee recognizes that congressional delays in imple- 
menting some of the treaty provisions have been responsible for a meas- 
ure of resentment in Panama. With a view to reducing the possibil- 
ities of congressional disapproval, the subcommittee recommends that 
in the future the appropriate committees of Congress be consulted by 
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There are many other matters constantly arising between 
the American representatives on the isthmus and the Pana~ 
manian authorities calling for adjustment. We are living in 
the same house and family with them, so to speak, and if we 
do a get on in a friendly way it will be uncomfortable for 
both. 


The subcommittee is confident that wise leaders in both the United 
States and the Republic of Panama will work cooperatively in order 
to maintain the Panama Canal as a service to Panama, to the United 
States, and to all mankind. 


APPENDIXES 


APPENDIX A 


_ CONVENTION FOR THE CONSTRUCTION OF A SHIP 
CANAL, 1903 


Concluded November 18, 1908; ratification advised by the Senate 
February 23, 1904; ratified by President February 25, 1904; ratit- 
cations exchanged February 26, 1904; proclaimed February 26, 1904. 
(US. Stats., vol. 33.) 


ARTICLES. 
I. Independence of Panama. XIV. Compensation. 
TI, Canal zone. XV. Joint commission. 
Ill. Authority in canal zone. XVI. Extradition. 
IV. Subsidiary rights. XVII. Ports of Panama. 
V. Monopoly for construction, etc. | XVIII. Neutrality rules. 
VI. Private property. XIX. Free transport. 
VII. Panama; Coion; harbors. XX. Cancellation of existing treaties. 
VIII. Panama Canal Company and} XXI. Anterior debts, concessions, ete. 
railroad. XXII. Renunciation of rights under 
IX. Ports at entrance of canal. concessionary contracts, 
X. Taxes, etc. XXIII. Protection of canal. 
XI. Official dispatches. XXIV. Changeingoverninent, laws, ete. 
XII. Access of employees. XXV. Coaling stations. 
XIII. Importation into zone. XXVI. Ratification. 


The United States of America and the Republic of Panama being 
desirous to insure the construction of a ship canal across the Isthmus 
of Panama to connect the Atlantic and Pacific oceans, and the Con- 
ares of the United States of America having passed an act approved 

une 28, 1902, in furtherance of that object, by which the President 
of the United States is authorized to acquire within a reasonable time 
the control of the necessary territory of the Republic of Colombia, 
and the sovereignty of such territory being actually vested in the 
Republic of Panama, the high contracting parties have resolved for 
that purpose to conclude a convention and have accordingly appointed 
as their plenipotentiaries,— 

The President of the United States of America, John Hay, Secre- 
tary of State, and 

The Government of the Republic of Panama, Philippe Bunau- 
Varilla, Envoy Extraordinary and Minister Pleopoenaaty. of the 
Republic of Panama, thereunto specially empowered by said govern- 
ment, who after communicating with each other their respective full 
powers, found to be in good and due form, have agreed upon and 
concluded the following articles: 


Arricus I. 


The United States guarantees and will maintain the independence 
of the Republic of Panama. 
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The Republic of Panama grants to the United States in perpetuity 
the use, occupation and control of a zone of land and land under water 
for the construction, maintenance, operation, sanitation and protection 
of said Canal of the width of ten miles extending to the distance of 
five miles on each side of the center line of the route of the Canal to 
be constructed; the said zone beginning in the Caribbean Sea three 
marine miles from mean low water mark and extending to and across 
the Isthmus of Panama into the Pacific ocean to a distance of three 
marine miles from mean low water mark with the proviso that the 
cities of Panama and Colon and the harbors adjacent to said cities, 
which are included within the boundaries of the zone above described, 
shall not be included within this grant. The Republic of Panama 
further grants to the United States in perpetuity the use, occupation 
and control of any other lands and waters outside of the zone above 
described which may be necessary and convenient for the construc- 
tion, maintenance, operation, sanitation and protection of the said 
Canal or of any euxliary canals or other works necessary and con- 
venient for the construction, maintenance, operation, sanitation and 
protection of the said enterprise. — ; 

The Republic of Panama further grants in like manner to the United 
States in perpetuity all islands within the limits of the zone above 
described and in addition thereto the group of small islands in the 
Bay of Panama, named, Perico, Naos, Culebra and Flamenco. 


Arricie III. 


The Republic of Panama grants to the United States all the rights, 
power and authority within the zone mentioned and described in 
Article II of this agreement and within the limits of all auxiliary lands 
and waters mentioned and described in said Article IT which the 
United States would possess and exercise if it were the sovereign of 
the territory within which said lands and waters are located to the 
entire exclusion of the exercise by the Republic of Panama of any 
such sovereign rights, power or authority. 


Articie IV. 


As rights subsidiary to the above grants the Republic of Panama 
grants in perpetuity to the United States the right to use the rivers, 
streams, lakes and other bodies of water within its limits for naviga- 
tion, the supply of water or water-power or other purposes, so far as 
the use of said rivers, streams, lakes and bodies of water and the waters 
thereof may be necessary and convenient for the construction, main- 
tenance, operation, sanitation and protection of the said Canal. 


ARTICLE V. 


The Ree of Panama grants to the United States in perpetuity 


a monopoly for the construction, maintenance and operation of any 
system of communication by means of canal or railroad across its ter- 
ritory between the Caribbean Sea and the Pacific ocean. 
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Articis VI. 


‘The grants herein contained shall in no manner invalidate the titles 
or rights of private land holders or owners of private property in the 
said zone or in or to any of the lands or waters cranked to the United 
States by the provisions of any Article of this treaty, nor shall the 
interfere with the rights of way over the public roads passing throug 
the said zone or over any of the said lands or waters unless said rights 
of way or private rights shall conflict with rights herein granted to 
the United States in which case the rights of the United States shall 
be superior. All damages caused to the owners of private lands or 
private property of any kind by reason of the grants contained in this 
treaty or by reason of the operations of the United States, its agents 
or employees, or by reason of the construction, maintenance, opera- 
tion, sanitation and protection of the said Canal or of the works of 
sanitation and protection herein provided for, shall be appraised and 
settled by a joint Commission appointed by the Governments of the 
United States and the Republic of Panama, whose decisions as to such 
damages shall be final and whose awards as to such damages shall be 
paid solely by the United States. No part of the work on said Canal 
or the Panama railroad or on any auxiliary works relating thereto 
and authorized by the terms of this treaty shall be prevented, delaved 
or impeded by or pending such proceedings to ascertain such damages. 
The appraisal of said private lands and private property and the asscss- 
ment of damages to them shall be based upon their value before the 
date of this convention. 

Articte VII. 


_ The Republic of Panama grants to the United States within the 
limits of the cities of Panama and Colon and their adjacent harbors and 
within the territory adjacent thereto the right to acquire by purchase 
or by the exercise of the right of eminent domain, any lands, buildings, 
water rights or other properties necessary and convenient for the con- 
struction, maintenance, operation and protection of the Canal and of 
any works of sanitation, such as the collection and disposition of sewage 
and the distribution of water in the said cities of Panama and Colon 
which in the discretion of the United States may be necessary an 
convenient for the construction, maintenance, operation, sanitation 
and protection of the said Canal and railroad. All such works of 
sanitation, collection and disposition of sewage and distribution of 
water in the cities of Panama and Colon shall be made at the expense 
of the United States, and the Government of the United States, its 
agents or nominees shall be authorized to impose and collect water 
rates and sewerage rates which shall be sufficient to provide for the 
payment of interest and the amortization of the principal of the cost 
of said works within a period of fifty years and upon the expiration 
of said term of fifty years the system of sewers aad: water works shall 
revert to and become the properties of the cities of Panama and Colon 
repeal) and the use of the water shall be free to the inhabitants 
of Panama and Colon, except to the extent that water rates may be 
necessary for the operation and maintenance of said system of sewers 
and water. 

The Republic of Panama agrees that the cities of Panama and Colon 
shall comply in perpetuity with the sanitary ordinances whether of a 
preventive or curative character prescribed by the United States and 
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in case the Government of Panama is-unable or fails in its duty to 
enforce this compliance by the cities of Panama and Colon with the 
sanitary ordinances of the United States the Republic of Panama 
grants to the United States the right and authority to enforce the 


same. 
The samé right and authority are erated to the United States for 

the maintenance of public order in the cities of Panama and Colon 

and the territories and harbors adjacent thereto in case the Republic 

of Panama should not be, in the judgment of the United States, able 

to maintain such order. =a. 

Articie VIII. 


The Republic of Panama grants to the United States all rights which 
it now has or hereafter may acquire to the property of the New Panama 
Canal Company and the Panama Raikoat Company as 2 result of the 
transfer of sovereignty from the Republic of Colombia to the Repub- 
lic of Panama over the Isthmus of Panama and authorizes the New 
Panama Canal Company to sell and transfer to the United States its 
rights, privileges, properties and concessions as well as the Panama 
Railroad and all the shares or part of the shares of that company; 
but the public lands situated outside of the zone described in Article 
II of this treaty now included in the concessions to both said enter- 
prises and not required in the construction or operation of the Canal 
shall revert to the Republic of Panama except any property now 
owned by or in the possession of said companies within Panama or 
Colon or the ports or terminals thereof. 


Articite IX. 


The United States agrees that the ports at either entrance of the 
Canal and the waters thereof, and the Republic of Panama agrees that 
the towns of Panama and Colon shall be free for all time so that there 
shall not be imposed or collected custom house tolls, tonnage, anchor- 
age, lighthouse, wharf, pilot, or quarantine dues or any other charges or 
taxes of any kind upon any vessel using or passing through the Canal or 
belonging to or employed by the United States, directly or indirectly, 
in connection with the construction, maintenance, operation, sanita- 
tion and protection of the main Canal, or auxiliary works, or upon the 
cargo, officers, crew, or passengers of any such vessels, except such 
tolls and charges as may be imposed by the United States for the use 
of the Canal and other works, and except tolls and charges imposed 
by the Republic of Panama upon merchandise destined to be intro- 
duced for the consumption of the rest of the Republic of Panama, and = 
upon vessels touching at the ports of Colon and Panama and which do 
not cross the Canal. 
The Government of the Republic of Panama shall have the right to. 
establish in such ports and in the towns of Panama and Colon such 
houses and guards as it may deem necessary to collect duties on impor-. 
tations destined to other portions of Panama and to prevent contraband 
trade. The United States shall have the right to make use of the towns 
and harbors of Panama and Colon as places of anchorage, and for mak-- 
ing repairs, for loading, ee depositing, or transshipping cargoes q 
either in transit or destined for the service of the Canal and for other- i 
works pertaining to the Canal. 4 
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Artictz X, 


The Republic of Panama agrees that there shall not be imposed any 
taxes, national, municipal, departmental, or of any other class, upon 
the Canal, the railways and auxiliary works, tugs and other vessels 
employed in the service of the Canal, store houses, work shops, offices, 
quarters for laborers, factories of all kinds, warehouses, wharves, 
machinery and other works, property, and effects appertaining to the 
Canal or railroad and auxiliary works, or their officers or employees 
situated within the cities of Panama and Colon, and that there shall 
not be imposed contributions or charges of a personal character of any 
kind upon officers, employees, laborers, and other individuals in the 
service of the Canal and railroad and auxiliary works. 


Arricte XI. 


The United States agrees that the official dispatches of the Govern- 
ment of the Hepublie of Panama shall be transmitted over any tele- 
graph and telephone lines established for canal purposes and used for 

ublic and private business at rates not higher than those required 
om officials in the service of the United States. 


° Articte XII. 


The Government of the Republic of Panama shall permit the immi- 

ation and free access to the lands and workshops of the Canal and 
its auxiliary works of all employees and workmen of whatever nation- 
ality under contract to work upon or seeking employment upon or in 
any wise connected with the said Canal and its auxiliary works, with 
their respective families, and all such persons shall be free and exempt 
from the military service of the Republic of Panama. 


ArticLe XIII. 


The United States may import at any time into the said zone and 
auxiliary lands, free of custom duties, imposts, taxes, or other charges, 
and without any restrictions, any and all vessels, dredges, engines, 
cars, machinery, tools, explosives, materials, supplies, and other arti- 
cles necessary and convenient in the construction, maintenance, opera- 
tion, sanitation and protection of the Canal and auxiliary works, and 
all provisions, medicines, clothing, supplies and other things necessary 
and convenient for the officers, employees, workmen and laborers in 
the service and employ of the United States and for their families. 
If any such articles are disposed of for use outside of the zone and 
auxiliary lands granted to the United States and within the territory 
of the Ke ublic, they shall be subject to the same import or other 
duties as like articles imported under the laws of the Republic of 


Panama. 
ARTICLE XIV. 


As the price or compensation for the rights, powers and privileges 
anted in this convention by the Republic of Panama to the United 
States, the Government of the United States agrees to pay to the 
Republic of Panama the sum of ten million dollars ($10,000,000) in gold 
coin of the United States on the exchange of the ratification of this 
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convention and also an annual perment during the life of this conven- 
tion of two hundred and fifty thousand dollars ($250,000) in like gold 
coin, beginning nine years after the date aforesaid. 

The provisions of this Article shall be in addition to all other bene- 
fits assured to the Pepoble of Panama under this convention. 

But no dae ifference of opinion under this Article or any other 
provisions of this treaty shall affect or interrupt the full operation and 
effect of this convention in all other respects, 


ARTICLE XV. 


et joint commission referred to in Article VI shall be established 
as follows: 

The President of the United States shall nominate two persons and 
the President of the Republic of Panama shall nominate two persons 
and they shall proceed to a decision; but in case of disagreement of 
the Commission (by reason of their being equally divided in conclu- 
sion) an umpire shall be “poo by the two Governments who shall 
render the decision. In the event of the death, absence, or incapacity 
of a Commissioner or Umpire, or of his omitting, declining or ceasing 
to act, his place shall be filled by the appointment of another person 
in the manner above indicated. All decisions by a majority of the 
Commission or by the umpire shall be final. 


ArticLe XVI. 


The two:-Governments shall make adequate provision by future 
agreement for the pursuit, capture, imprisonment, detention and 
delivery within said zone and auxiliary lands to the authorities of the 
Republic of Panama of persons charged with the commitment of 
crimes, felonies or misdemeanors without said zone and for the pur- 
suit, capture, imprisonment, detention and delivery without said zone 
to the authorities of the United States of persons charged with the 
commitment of crimes, felonies and misdemeanors within said zone 
and auxiliary lands. 

ArticLe XVII. 


The Republic of Panama grants to the United States the use of all 
the ports of the Republic open to commerce as places of refuge for any 
vessels employed in the Canal enterprise, and for all vessels passing or 
bound to pass through the Canal which may be in distress and be 
driven to seek refuge in said ports. Such vessels shall be exempt from 
anchorage and tonnage dues on the part of the Republic of Panama. 


ArricLe XVIII. 


The Canal, when constructed, and the entrances thereto shall be 
neutral in perpetuity, and shall be opened upon the terms provided 
for by Section I of Article three of, and in conformity with all the 
stipulations of, the treaty entered into by the Governments of the 
United States and Great Britain on November 18, 1901. 


ARTICLE XIX, 


The Government of the Republic of Panama shall have the right to 
transport over the Canal its vessels and its troops and munitions of 
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‘war in such vessels at all times without paying charges of any kind. 
‘The exemption is to be extended to the auxiliary railway for the 


transportation of persons in the service of the Republic of Panama, 
or of the police force charged with the preservation of public order 
outside of said zone, as well as to their baggage, munitions of war 
and supplies. 

Articte XX. 


If by virtue of any existing treaty in relation to the territory of the 
Isthmus of Panama, whereof the obligations shall descend or be 
assumed by the Republic of Panama, there may be any privilege or 
concession in favor the the Government or the citizens and subjects 
of a third power relative to an interoceanic means of communication 
which in any of its terms may be incompatible with the terms of the 

resent convention, the Republic of Panama agrees to cancel or mod- 
ify such treaty in due form, for which purpose it shall give to the 
said third power the requisite notification within the term of four 
months from the date of the present convention, and in case the exist- 
ing treaty contains no clause permitting its modifications or annul- 
ment, the Republic of Panama agrees to procure its modification or 
annulment in such form that there shall not exist any conflict with the 
stipulations of the present convention. 


Articte XXI. 


The rights and privileges granted by the Republic of Panama to the 
United States in the preceding Articles are understood to be tree of 
all anterior debts, liens, trusts, or liabilities, or concessions or privi- 


leges to other Governments, compore HONE, syndicates or individuals, 


and consequently, if there should arise any claims on account of the 
present concessions and privileges or otherwise, the claimants shall 
resort to the Government of the Republic of Panama and not to the 
United States for any indemnity or compromise which may be 


required. 
ArticLE XXII. 


The Republic of Panama renounces and grants to the United States 
the participation to which it might be entitled in the future earnings 
of the Canal under Article XV of the concessionary contract with 
Lucien N. B. Wyse now owned by the New Panama Canal Company 
and any and all other rights or claims of a pecuniary nature arising 
under or relating to said concession, or arising under or relating to 
the concessions to the Panama Railroad Company or any extension 
or modification thereof; and it likewise renounces, confirms and 
grants to the United States, now and hereafter, all the rights and 

roperty reserved in the said concessions which otherwise would 
belong to Panama at or before the expiration of the terms of ninety- 
nine years of the concessions granted to or held by the above men- 
tioned party and companies, and all right, title and interest which it 
now has or may re rane i: and to the ee ce works, 

roperty and rights y the said companies under said concessions 
ee Otherwise: ee) acquired or to be acquired by the United States 
from or through the New Panama Canal Company, including any 
property and rights which might or may in the future either by lapse 
of time, forfeiture or otherwise, revert to the Republic of Panama 
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under any contracts or concessions, with said Wyse, the Universal 
Panama Canal Company, the Panama Railroad Company and the 
New Panama Canal Company. 

The aforesaid rights and property shall be and are free and released 
from any present or reversionary interest in or claims of Panama and 
the title of the United States thereto upon consummation of the con- 
templated purchase by the United States from the New PanamaCanal 
Company, shall be absolute, so far as concerns the Republic of Panama, 
excepting always the rights of the Republic specifically secured under 


this treaty. poe - 
TICLE XXIII. 


If it should become necessary at any time to employ armed forces 
for the safety or protection of the Canal, or of the ships that make use 
of the same, or the railways and auxiliary works, the United States 
shall have the right, at all times and in its discretion, to use its police 
and its land and naval forces or to establish fortifications for these 
purposes. 


ARTICLE XXIV. 


No change either in the Government or in the laws and treaties of 
the Republic of Panama shall, without the consent of the United 
States, affect any right of the United States under the present con- 
vention, or under any treaty stipulation between the two countries 
that now exists or may hereafter exist touching the subject matter of 
this convention. 

If the Republic of Panama shall hereafter enter as a constituent into 
any other Government or into any union or confederation of states, so 
as to merge her sovereignty or independence in such Government, 
union or confederation, the rightsof the United States under this con- 
vention shall not be in any respect lessened or impaired. 


Artricte XXV. 


For the better performance of the engagements of this convention 
and to the end of the efficient protection of the Canal and the preser- 
vation of its neutrality, the Government of the Republic of Panama 
will sell or lease to the United States lands adequate and necessary 
for naval or coaling stations on the Pacific coast and on the western 
Caribbean coast of the Republic at certain points to be agreed upon 
with the President of the United States. 


ArticLe XXVI. 


This convention when signed by the Plenipotentiaries of the Con- 
tracting Parties shall be ratified by the respective Governments and 
the panfiosuione shall be exchanged at Washington at the earliest date 
possible. 

In faith whereof the respective Plenipotentiaries have signed the 
present convention in duplicate and have hereunto affixed their 
respective seals. 

one at the City of Washington the 18th day of November in the 
year of our Lord nineteen hundred and three. 

Joun Hay [szat] 

P. Bunav Varia [szat] 


APPENDIX B 


GENERAL TREATY OF FRIENDSHIP AND COOPERATION 


- BETWEEN THE UNITED STATES OF AMERICA AND 
PANAMA 


Signed at Washi , March 2, 1936; ratification advised by the Senate 
of the United States, July 26, 1989; ratified by the President of the 
nited States, July 26, 1939; ratified by Panama, July 17, 1939; 
ratifications exchanged at Washington, July 27, 1989; proclaimed 
by the President of the United States, July 27, 1989. 


By THE PRESIDENT oF THE UNrtrED States oF AMERICA 
A PROCLAMATION 


Wuereas a Treaty between the United States of America and the 
Republic of Panama to strengthen further the bonds of friendship and 
cooperation between the two countries and to regulate on a stable and 
mutually satisfactory basis certain questions which have arisen as a 
result of the construction of the interoceanic canal across the Isthmus 
of Panama was concluded and signed by their respective Plenipoten- 
tiaries at Washington on the second day of March, one thousand nine 
hundred and _ thirty-six, the original of which Treaty, being in the 
English and Spanish languages, is word for word as follows: 

'hé United States of America and the Republic of Panama, ani- 
mated by the desire to strengthen further the bonds of friendship 
and cooperation between the two countries and to regulate on a 
stable and mutually satisfactory basis certain questions which have 
arisen as a result of the construction of the interoceanic canal across 
the Isthmus of Panama, have decided to conclude a treaty, and have 
designated for this purpose as their Plenipotentiaries: 

The President of the United States of America: 

Mr. Cordell Hull, Secretary of State of the United States of America, 
and Mr. Sumner Welles, Assistant Secretary of State of the United 
States of America; and 

The President of the Republic of Panama: 

The Honorable Doctor Ricardo J. Alfaro, Envoy Extraordinary and 
Minister Plenipotentiary of Panama to the United States of America, 
and The Honorable Doctor Narciso Garay, Envoy Extraordinary and 
Minister Plenipotentiary of Panama on special mission; 

Who, having communicated their respective full powers to each 
other, which have been found to be in good and due form, have agreed 
upon the following: 

Arricie I 


Article I of the Convention of November 18, 1903, is hereby 


napeeeden a ; 

here shall be a perfect, firm and inviolable peace and sincere 
friendship between the United States of America and the Republic of 
Panama and between their citizens. 
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In view of the official and formal opening of the Panama Canal on 
July 12, 1920, the United States of America and the Republic of 
Panama declare that the provisions of the Convention of November 
18, 1903, contemplate the use, occupation and control by the United 
States of America of the Canal Zone and of the additional lands and 
waters under the jurisdiction of the United States of America for the 
purposes of the efficient maintenance, operation, sanitation and 
protection of the Canal and of its auxiliary works, _ 

The United States of America will continue the maintenance of the 
Panama Canal for the encouragement and use of interoceanic com- 
merce, and the two Governments declare their willingness to cooperate, 
as far as it is feasible for them to do so, for the purpose of insuring the 
full and perpetual enjoyment of the benefits of all kinds which the 
Canal should afford the two nations that made possible its construction 
as well as all nations interested in world trade. 


ArticLs IT 


The United States of America declares that the Republic of Panama 
has loyally and satisfactorily complied with the obligations which it 
entered into under Article II of the Convention of November 18, 
1903, by which it granted in perpetuity to the United States the use, 
occupation and control of the zone of land and land under water as 
described in the said Article, of the islands within the limits of said 
zone, of the group of small islands in the Bay of Panama, named 
Perico, Naos, Culebra and Flamenco, and of any other lands and 
waters outside of said zone necessary and convenient for the construc- 
tion, maintenance, operation, sanitation and protection of the Panama 
Canal or of any auxiliary canals or other works, and in recognition 
thereof the United States of America hereby renounces the grant made 
to it in perpetuity by the Republic of Panama of the use, occupation 
and control of lands and waters, in addition to those now under the 
jurisdiction of the United States of America outside of the zone as 
described in Article II of the aforesaid Convention, which may be 
necessary and convenient for the construction, maintenance, opera- 
tion, sanitation and protection of the Panama Canal or of any auxiliary 
canals or other works necessary and convenient for the construction, 
maintenance, operation, sanitation and protection of the said enter- 

rise. 

While both Governments agree that the requirement of further 
lands and waters for the enlargement of the existing facilities of the 
Canal appears to be improbable, they nevertheless recognize, subject 
to the provisions of Articles I and X of this Treaty, their joint obliga- 
tion to insure the effective and continuous operation of the Canal and 
the preservation of its neutrality, and consequently, if, in the event 
of some now unforeseen contingency, the utilization of lands or waters 
additional to those already employed should be in fact necessary for 
the maintenance, sanitation or efficient operation of the Canal, or 
for its effective protection, the Governments of the United States of 
America and the Republic of Panama will agree upon such measures 
as it may be necessary to take in order to insure the maintenance, 
‘sanitation, efficient operation and effective protection of the Canal, in 
which the two countries are jointly and vitally interested. 
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Articie IIT 


In order to enable the Republic of Panama to take advantage of 
the commercial opportunities inherent in its geographical situation 
the United States of America agrees as follows: , 

1) The sale to individuals of goods imported into the Canal Zone 
or purchased, produced or manufactured therein by the Government 
of the United tates of America shall be limited by it to the persons 
included in classes (a) and (b) of Section 2 of this Article; and with 
regard to the persons included in classes (c), (d) and (e) of the said 
Section and members of their families, the sales above mentioned 
ee be made only when such persons actually reside in the Canal 

one. 

2) No person who is not comprised within the following classes 
shall be entitled to reside within the Canal Zone: 

(a) Officers, employees, workmen or laborers in the service or 
employ of the United States of America, the Panama Canal or the 
Panama Railroad Company, and members of their families actually 
residing with them; 

(b) Members of the armed forces of the United States of America 
and members of their families actually residing with them; 

{c) Contractors operating in the Canal Zone and their employees, 
workmen and laborers during the performance of contracts; 

(d) Officers, employees or workmen of companies entitled under 
Section 5 of this Article to conduct operations in the Canal Zone; 

(e) Persons engaged in religious, welfare, charitable, educational, 
recreational and scientific work exclusively in the Canal Zone; 

(f) Domestic servants of all the beforementioned persons and 
members of the families of the persons in classes (c), (d) and (e) 
actually residing with them. 

3) No dwellings belonging to the Government of the United States 
of America or to the Panama Railroad Company and situated within 
the Canal Zone shall be rented, leased or sublet except to persons with- 
in classes (a) to (e), inclusive of Section 2 hereinabove. 

4) The Government of the United States of America will continue 
to cooperate in all proper ways with the Government of the Republic 
of Panama to prevent violations of the immigration and customs laws 
of the Republic of Panama, including the smuggling into territory 
under the jurisdiction of the Republic of goods imported into the 
Canal Zone or purchased, produced or manufactured therein by the 
Government of the United States of America. 

5) With the exception of concerns having a direct relation to the 
operation, maintenance, sanitation or protection of the Canal, such 
as those engaged in the operation of cables, shipping, or dealing in oil 
or fuel, the Government of the United States of America will not 
permit the establishment in the Canal Zone of private business 
enterprises other than those existing therein at the time of the sig- 
nature of this Treaty. ; 

6) In view of the proximity of the port of Balboa to the city of 
Panama and of the port of Cristobal to the city of Colén, the United 
States of America will continue to permit, under suitable regulations 
and upon the payment of proper charges, vessels entering at or clear- 
ing from the ports of the Canal Zone to use and enjoy the dockage 
and other facilities of the said ports for the purpose of loading and 
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unloading cargoes and receiving or disembarking passengers to or 
from the territory under the jurisdiction of the Republic of Panama. 

The Republic of Panama will permit vessels entering at or clearing 
from the ports of Panam& or Colén, in case of emergency and also 
under suitable regulations and upon the payment of proper charges, 
to use and enjoy the dockage and other facilities of said ports for the 
purpose of receiving or disembarking passengers to or from the terri- 
tory of the Republic of Panama under ie oka of the United 
States of America, and of loading and unloading cargoes either in 
transit or destined for the service of the Canal or of works pertaining 
to the Canal. 

7) The Government of the United States of America will extend 
to private merchants residing in the Republic of Panama full oppor- 
tunity for making sales to vessels arriving at terminal ports of the 
Canal or transiting the Canal, subject always to appropriate adminis- 
trative regulations of the Canal Zone. 


ARTICLE [V 


The Government of the Republic of Panama shall not impose- 
import duties or taxes of any kind on goods destined for or consigned 
to the agencies of the Government of the United States of America in 
the Republic of Panama when the goods are intended for the official 
use of such agencies, or upon goods destined for or consigned to per-- 
sons included in classes (a) and (b) in Section 2 of Article III of this 
Treaty, who reside or sojourn in territory under the jurisdiction of 
the Republic of Panama during the formance of their service 
with the United States of America, the Panama Canal or the Panama 
Railroad Company, when the goods are intended for their own use- 
and benefit. 

The United States of America shall not impose import duties or 
taxes of any kind on goods, wares and merchandise passing from 
territory under the jurisdiction of the Republic of Panama into the 
Canal Zone. 

No charges of any kind shall be imposed by the authorities of the 
United States of America upon persons residing in territory under 
the jurisdiction of the Republic of Panama passing from the said ter- 
ritory into the Canal Zone, and no’ charges of any kind shall be im- 
posed by the authorities of the Republic of Panama upon persons in 
the service of the United States of America or residing in the Canal 
Zone Pessina rom the Canal Zone into territory under the jurisdiction 
of the Republic of Panama, all other persons passing from the Canal 
Zone into territory under the jurisdiction of th 
being subject to the full effects of the immigration laws of the Republic.. 

In view of the fact that the Canal Zone divides the territory under 
the jurisdiction of the Republic of Panama, the United States of Amer- 
ica agrees that, subject to such police regulations as circumstances 
may require, Panamanian citizens who may ocasionally be deported 
from the Canal Zone shall be assured transit through the said Zone, 
in order to pass from one part to another of the territory under the 
jurisdiction of the Republic of Panama. 


e Republic of Panama. 


2h mente 


eT Re 
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ARTICLE V 


' Article IX of the Convention of November 18, 1903, is hereby 


“sre Republic of Panam has th 

he Republic of Panama has the right to impose upon merchandise 
destined to be introduced for use Be dis adpuen id deratocy under 
the jurisdiction of the Republic of Panama, and upon vessels touchin 

at Panamanian ports and upon the officers, crew or passengers 0 

such vessels, the taxes or charges provided by the laws of the Republic 
of Panama; it being understood that the Republic of Panama will 
continue directly and exclusively to exercise its jurisdiction over the 
ports of Panam& and Coldén and to operate exclusively with Pana- 
manian personnel such facilities as are or may be established therein 
by the Republic or by its authority. However, the Republic of 
Panama shall not impose or collect any charges or taxes upon any 
vessel using or passing through the Canal which does not touch at a 
port under Panamanian jurisdiction or upon the officers, crew or 
passengers of such vessels, unless they enter the Republic; it being 
also understood that taxes and charges imposed by the Republic of 
Panama upon vessels using or passing through the Canal which touch 
at ports under Panamanian jurisdiction, or upon their cargo, officers, 
crew or pares shall not be higher than those imposed upon 
vessels which touch only at ports under Panamanian jurisdiction and 
do not transit the Canal, or upon their cargo, officers, crew or 

assengers. 

The Republic of Panama also has the right to determine what 
poner or classes of persons arriving at ports of the Canal Zone shall 

e admitted to the Republic of Panama and to determine likewise 
what persons or classes of persons arriving at such ports shall be 
excluded from admission to the Republic of Panama. 

The United States of America will furnish to the Republic of 
Panama free of charge the necessary sites for the establishment of 
customhouses in the ports of the Canal Zone for the collection of 
duties on importations destined to the Republic and for the exami- 
nation of merchandise, baggage and passengers consigned to or bound 
for the Republic of Panama, and for the prevention of contraband 
trade, it being understood that the collection of duties and the exam- 
ination of merchandise and passengers by the agents of the Govern- 
ment of the Republic of Panama, in accordance with this provision, 
shall take place only in the customhouses to be established by the 
Government of the Republic of Panama as herein provided, and that 
the Republic of Panama will exercise exclusive jurisdiction within the 
sites on which the customhouses are located so far as concerns the 
enforcement of immigration or customs laws of the Republic of 
Panama, and over all property therein contained and the personnel 
therein employed. 

To further the effective enforcement of the rights hereinbefore 
recognized, the Government of the United States of America agrees 
that, for the purpose of obtaining information useful in determining 
whether persons arriving at ports of the Canal Zone and destined to 
points within the jurisdiction of the Republic of Panama should be 
admitted or cacluded from admission into the Republic, the immi- 
gration officers of the Republic of Panama shall have the right of free 
access to vessels upon their arrival at the Balboa or Cristobal piers 
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or wharves with p: destined for the Republic; and that the 
appropriate authorities of the Panama Canal will ado ee eek 
trative regulations regarding persons entering ports of the ne 
and destined to points within the jurisdiction of the Republic of 
Panama as will facilitate the exercise by the authorities of Panama 
of their jurisdiction in the manner provided in pemeren 4 of this 
Article for the purposes stated in Paragraph 3 thereof. 


ArticLe VI 


The first sentence of Article VII of the Convention of November 
18, 1903, is hereby amended so as to omit the following phrase: “or 
by the exercise of the right of eminent domain’’. 

The third paragraph of article VII of the Convention of November 
18, 1903, is hereby abrogated. 


ArticLe VII 


Beginning with the annuity payable in 1934 the payments under 
Article XIV of the Convention of November 18, 1903, between the 
United States of America and the Republic of Panama, shall be four 
hundred and thirty thousand Balboas (B/430,000.00) as defined by 
the agreement embodied in an exchange of notes of this date. The 
United States of America may discharge its obligation with respect 
to any such payment, upon payment in any coin or currency, pro- 
vided the amount so paid is the equivalent of four hundred and thirty 
thousand Balboas (B/430,000.00) as so defined. 


ARTICLE VIII 


In order that the city of Col6n may enjoy direct means of land 
communication under Panamanian jurisdiction with other territory 
under jurisdiction of the Republic of Panama, the United States of 
America hereby transfers to the Republic of Panama jurisdiction over 
a corridor, the exact limits of which shall be agreed upon and demar- 
cated by the two Governments pursuant to the following description: 

(a) The end at Colén connects with the southern end of the east 
half of the Paseo del Centenario at Sixteenth Street, Colén; thence 
the corridor proceeds in a general southerly direction, parallel to and 
east of Bolivar Highway to the vicinity of the northern edge of Silver 
City; thence eastward near the shore line of Folks River, around the 
northeast corner of Silver City; thence in a general southeasterly 
direction and pee parallel to the Randolph Road to a crossing 
of said Randolph Road, about 1200 feet east of the East Diversion; 
thence in a general northeasterly direction to the eastern boundary 
line of the Canal Zone near the southeastern corner of the Fort Ran- 
dolph Reservation, southwest of Cativé. The approximate route of 
the corridor is shown on the map which accompanies this Treaty, 
si pote Plenipotentiaries of the two countries and marked 
« 7 it a 

‘(b) The width of the corridor shall be as follows: 25 feet in width 
from the Coldén end to a point east of the southern line of Silver City; 
thence 100 feet in width to Randolph Road, except that, at any 
elevated crossing which may be built over Randolph Road and the 
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tailroad, the corridor will be no wider than is necessary to include the 


viaduct and will not include any part of Randolph Road proper, or of 
the railroad right of way, and except that, in case of a grade crossin 
over Randolph Road and the railroad, the corridor will be interrupte 
by that highway and railroad; thence 200 feet in width to the boundary 
line of the Canal Zone. 

The Government of the United States of America will extinguish 
any private titles existing or which may exist in and to the land in- 
cluded in the above-described corridor. 

The stream and drainage crossing of any highway built in the 
corridor shall not restrict the water passage to less than the capacity 
of the existing streams and drainage. 

No other construction will take place within the corridor than that 
relating to the construction of a highway and to the installation of 
electric power, telephone and telegraph lines; and the only activities 
which will be conducted within the said corridor will be those pertain- 
ing to the construction, maintenance and common uses of a highway 
and of power and communication lines. 

The United States of America shall enjoy at all times the right of 
unimpeded transit across the said corridor at any Senne and of travel 
along the corridor, subject to such traffic regulations as may be 
established by the Government of the Republic of Panama; and the 
Government of the United States of America shall have the right to 
such use of the corridor as would be involved in the construction of 
connecting or intersecting highways or railroads, overhead and under- 
ground power, telephone, telegraph and pipe lines, and additional 
drainage channels, on condition that these structures and their use 
shall not interfere with the purpose of the corridor as provided herein- 


above. 
ArTIicLE [X 


In order that direct, means of land communication, together with 
accommodation for the high tension power transmission lines, may 
be provided under jurisdiction of the United States of America from 
the Madden Dam to the Canal Zone, the Republic of Panama hereby 
transfers to the United States of America jurisdiction over a corridor, 
the limits of which shall be demarcated by the two Governments pur- 
suant to the following descriptions: ; 

A strip of land 200 ft. in width, extending 62.5 ft. from the center 
line of the Madden Road on its eastern boundary and 137.5 ft. from 
the center line of the Madden Road on its western boundary, con- 
taining an area of 105.8 acres or 42.81 hectares, as shown on the map 
which accompanies this Treaty, signed by the Plenipotentiaries of 
the two countries and marked “Exhibit B”. ; 

Beginning at the intersection of the located center line of the 
Madden Road and the Canal Zone-Republic of Panama 5-mile 
boundary line, said point being located N. 29°20’ W. a distance of 
168.04 ft. along said boundary line from boundary monument No. 65, 
the geodetic position of boundary monument No. 65 being latitude 
N. 9°07’ plus 3,948.8 ft. and longitude 79°37’ plus 1,174.6 ft. 

thence N. 43°10’ E. a distance of 541.1 ft. to station 324 plus 
Mea on a 3° curve to the left, a distance of 347.2 ft. to station 


327 plus 53.9 ft.; 
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mene N. 32°45’ E. a distance of 656.8 ft. to station 334 plus 
10.7 ft.; 
thence on a 3° curve to the left a distance of 455.55 ft. to station 
338 plus 66.25 ft.; 
thence N. 19°05’ E. a distance of 1,135.70 ft. to station 350 
plus 01.95 ft.; ; 
thence on an 8° curve to the left a distance of 650.7 ft. to station 
356 plus 52.7 ft.; | 
thence N. 32°58’ W. a distance of 636.0 ft. to station 362 plus 
88.7 ft.; 
thence on a 10° curve to the right a distance of 227.3 ft. to 
station 365 plus 16.0 ft.; 
oe N. 10°14’ W. a distance of 314.5 ft. to station 368 plus 5 
30.5 ft.; 
thence on a 5° curve to the left a distance of 178.7 ft. to station : 
* 370 plus 09.2 ft.; 
thence N. 19°10’ W. a distance of 4,250.1 ft. to station 412 
plus 59.3 ft.; 
thence on a 5° curve to the right a distance of 720.7 ft. to sta- : 
tion 419 plus 80.0 ft.; 
thence N. 16°52’ E. a distance of 1,664.3 ft. to station 436 plus 
44.3 ft.; 
thence on a 5° curve to the left a distance of 597.7 ft. to station 
442 plus 42.0 ft.; 
oe N. 13°01’ W. a distance of 543.8 ft. to station 447 plus 
85.8 ft.; 
thence on a 5° curve to the right a distance of 770.7 ft. to 
station 455 plus 56.5 ft.; 
ae N. 25°31’ E. a distance of 1,492.2 ft. to station 470 plus 
48.7 ft.; 
thence on a 5° curve to the right: a distance of 808.0 ft. to 


station 478 plus 56.7 ft.; 
thence N. 65°55’ E. a distance of 281.8 ft. to station 481 plus 


38.5 ft.; ES 
thence on an 8° curve to the left a distance of 446.4 ft. to station 3 
485 plus 84.9 ft.; 2 
ae N. 30°12’ E. a distance of 479.6 ft. to station 499 plus 4 
64.5 t.; os 


thence on a 5° curve to the left a distance of 329.4 ft. to station # 
493 plus 93.9 ft.; # 
oe N. 13°44’ E. a distance of 1,639.9 ft. to station 510 plus 2 
33.8 ft.; “ 


thence on a 5° curve to the left a distance of 832.3 ft. to station 
518 plus 66.1 ft.; 
oa N. 27°53’ W. a distance of 483.9 ft. to station 523 plus 
50.0 ft. ; r 
thence on an 8° curve to the right a distance of 469.6 ft. to 
station 528 plus 19.6 ft.; 
eae N. 9°41’ E. a distance of 1,697.6 ft. to station 545 plus 
17.2 ft.; 
thence on a 10° curve to the left a distance of 451.7 ft. to sta- 
tion 549 plus 68.9 ft., which is the point marked Point Z on the 
above-mentioned map known as “Exhibit B”. 
(All bearings are true bearings.) 


i 
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The Government of the Republic of Panama will extinguish any 

rivate titles existing or which may exist in and to the fend included 
in the above-described corridor. : 

The stream and drainage crossings of any highway built in the 
corridor. shall not. restrict the water passage to less than the capacity 
of the existing streams and drainage. 

No other construction will take place within the corridor than that 
relating to the construction of a highway and to the installation of 
electric power, telephone and telegraph lines; and the only activities 
which will be conducted within the said corridor will be those pertain- 
ing to the construction, maintenance and common uses of a highway, 
and of power and communication lines, and auxiliary works thereof. 

The Republic of Panama shall enjoy at all times the right of un- 
impeded transit across the said corridor at any point, and of travel 
along the corridor, subject to such traffic regulations as may be estab- 
lished by the authorities of the Panama Canal; and the Government 
of the Republic of Panama shall have the right to such use of the 
corridor as would be involved in the construction of connecting or 
intersecting highways or railroads, overhead and underground power, 
telephone, telegraph and pipe lines, and additional drainage channels, 
on condition that these structures and their use shall not interfere 
with the purpose of the corridor as provided hereinabove. 


ARTICLE X 


In case of an international conflagration or the existence of any 
threat of aggression which would endanger the security of the Republic 
of Panama or the neutrality or security of the Panama Canal, the 
Governments of the United States of America and the Republic of 
Panama will take such measures of prevention and defense as they 
may consider necessary for the protection of their common interests. 
Any measures, in safeguarding such interests, which it shall appear 
essential to one Government to take, and which may affect the terri- 
tory under the jurisdiction of the other Government, will be the 
subject of sonaultauion between the two Governments. 


ARTICLE XI 


The provisions of this Treaty shall not affect the rights and obliga- 
tions of either of the two High Contracting Parties under the treaties 
now in force between the two countries, nor be considered as a limi- 
tation, definition, restriction or restrictive interpretation of such 
rights and obligations, but without prejudice to the full force and 
effect of any provisions of this Treaty which constitute addition to, 
modification or abrogation of, or substitution for the provisions of 


previous treaties. 
Articte XIT 


The present Treaty shall be ratified in accordance with the consti- 
tutional methods of the High Contracting Parties and shall take effect 
immediately on the exchange of ratifications which shall take place 
at Washington. 
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In witness wHerEor, the Plenipotentiaries have signed this Treaty 

in duplicate, in the English and Sp anish ‘Both being 

authentic, and have hereunto affixed their aeala anes 
Done at the city of Washington the second day of March, 1936. 


Corpvew, Hum = [seat] H 
‘Sumner Weires [sear APPENDIX C 


? 


R. J. Auraro (max! / 
Narciso Garay [sEaz} TREATY OF MUTUAL UNDERSTANDING AND 
AND WHEREAS the said Treaty has been duly ratified on both parts, ' COOPERATION 
ane be Wethinton of hing two Soveanen were exchanged in the : with aid walpaands hid sinned at P. 4 
city of Washington on the twenty-seven f Jul : Treaty memoranaum er ings reached; signed at ranama, 
nine hundred and thirty-nine; : aes “January 25, 1966; raifeation advised by the Senate ofthe Unite 
OW, THEREFORE, be it known that I, Franklin D. : les of Ameria y 29, ; raty the President of t 
President of the United States of America, have ere od United States of America, August 17, 1955; ratified by Panama, 
ae August 15, 1955; ratifications exchanged at Washington, August 23, 


Treaty to be made public, to the end that the same and eve i oie State 
and cause thereof may be observed and fulfilled with good faith be ons procaine by he Creare) ee tac! 
ae United States of aang poe the citizens thereof. ( Asgust 26, 1905; entero: vito foros, Angus 21, 1908, 
N TESTIMONY WHEREOF, I have hereunto set my hand and cause j 
the Seul of the United States of America to be affixed. : *f 
Dons at the city of Washington this twenty-seventh day of July 
in the year of our Lord one thousand nine hundred and 
{sEaL] thirty-nine and of the Independence of the United States 
of America the one hundred and sixty-fourth. 


Franxuin D Roosreveitt 


. By ras Presipent or tHE Unirep Srares or AMERICA 
A PROCLAMATION 


Wuereas a Treaty of Mutual Understanding and Cooperation 
between the United States of America and the Republic of Panama, 
together with a related Memorandum of Understandings Reached, 
was signed at Panamé on January 25, 1955; 


By the President: 
Corpeti Hun Wueareas the texts of the said Treaty and related Memorandum 
Secretary of State. of Understandings Reached, in the English and Spanish languages, 
are word for word as follows: 


Treaty or Murua UNDERSTANDING AND CooPERATION BETWEEN 
THE Unirep States oF AMERICA AND THE REPUBLIC OF PANAMA 


The President of the United States of America and the President 
of the Republic of Panama, desirous of concluding a treaty further 
to demonstrate the mutual understanding and cooperation of the two 
countries and to strengthen the bonds of understanding and friendship 
between their respective peoples, have appointed for that purpose as 
their respective Planipatantiacies: 

The President of the United States of America: 

Selden Chapin, Ambassador Extraordinary and Plenipo- 
tentiary of the United States of America to the Republic of 


. Panama, 
The President of the Republic of Panama: 
Octavio Fabrega, Minister of Foreign Relations of the Republic 
of Panama, 
» who, having communicated to one another their respective full powers, 


found in good and due form, and recognizing that neither the provi- 
sions of the Convention signed November 18, 1903, nor the General 
Treaty signed March 2, 1936, nor the present Treaty may be modified 
except by mutual consent, agree upon the following articles: 
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ARTICLE I 


Beginning with the first annuity payable after the exchange of 
ratifications of the present Treaty, the payments under Article 
of the Convention for the Construction of a Ship Canal between the 
United States of America and the Republic of Panama, signed Novem- 
ber 18, 1903, as amended by Article VII of the General Treaty of 
Friendship. and Cooperation, signed March 2, 1936,’ shall be One 
Million Nine Hundred Thirty Thousand and no/100 Balboas (B/1;930,- 
000) as defined by the agreement embodied in the exchange of notes 
of March 2, 1936, between the Secretary of State of the United States 
of America and the Members of the Panamanian Treaty Commission. 
The United State of America may discharge its obligation with respect 
to any such payment in any coin or currency, provided the amount so 
paid is the equivalent of One Million Nine Hundred Thirty Thousand 
and no/100 Balboas (B/1,930,000) as so defined. 

On the date of the first paymIeDs under the present Treaty, the 
provisions of this Article shall supersede the provisions of Article VII 
of the General Maal signed March 2, 1936. 

_ Notwithstanding the provisions of this Article, the High Contract- 
ing Parties recognize the absence of any obligation on the part of 
either Party to alter the amount of the annuity. 


ARTICLE II 


_ (1) Notwithstanding the provisions of Article X of the Convention 
November 18, 1903, between the United States of America 
and the Republic of Panama, the United States of America agrees 
that the Republic of Panama may, subject to the provisions of para- 
gropha 2). and (3) of this Article, wipers taxes upon the income 
including income from sources within the Canal Zone) of all persons 
who are employed in the service of the Canal, the railroad, or auxiliary 
works, whether resident within or outside the Canal Zone, except— 
(a) members of the Armed Forces of the United States of 
erica. 

(b) citizens of the United States of America, including 
who have dual nationality, and cas 
(c) other individuals who are not citizens of the Republic of 

ane and ae tade within ee Canal Zone. 

_It is understood that any tax levied pursuant to paragraph (1 
of this Article shall be imposed on a nondisaetinntey base 0nd 
shall in no case be imposed at a rate higher or more burdensome than 
that pelicans to income of citizens of the Republic of Panama 
generally. 

(3) The Republic of Panama agrees not to impose taxes on pensions, 
annuities, relief payments, or other similar payments, or payments by 
way of compensation for injuries or death occurring in connection 
with, or incident to, service on the Canal, the railroad, or auxiliary 
works paid to or for the benefit of members of the Armed Forces or 
citizens of the United States of America or the lawful beneficiaries of 
such members or citizens who reside in territory under the jurisdiction 
of the Republic of Panama. 

a ores of gee nee fae be operative for the taxable 
years beginning on or after the first day of January following th 
year in whichthe present Treaty enters into force. =o. ° 
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ARTICLE IIT 


Subject to the provisions of the succeeding Reraerepte ‘of this 
Article, the United States of America agrees that the monopoly 
aoe in perpetuity by the Republic of Panama to the United States 
or the construction, maintenance and operation of any system of com- 
munication by means of canal or railroad across its territory between 
the Caribbean Sea and the Pacific Ocean, by Article V of the Conven- 
tion me ee November 18, 1903, shall be abrogated as of the effective 
date of this Treaty in so far as it pertains to the construction, mainte- 
nance and operation of any system of trans-Isthmian communication 
by railroad within the territory under the jurisdiction of the Republic 
of Panama. 

Subject to the provisions of the succeeding pareereph of this 
Article, the United States further agrees that the exclusive right to 
establish roads across the Isthmus of Panama acquired by the United 
States as a result of a concessionary contract granted to the Panama 
Railroad Company shall be abrogated as of the date of the entry into 
force of this Treaty, in so far as the right pertains to the establishment 
od roads within the territory under the jurisdiction of the Republic of 

anama. 

In view of the vital interest of both countries in the effective pro- 
tection of the Canal, the High Contracting Parties further agree that 
such abrogation is subject to the understanding that no system of 
inter-oceanic communication within the territory under the jurisdic- 
tion of the Republic of Panama by means of railroad or highway may 
be financed, constructed, maintained, or operated directly or indirect] 
by a third country or nationals thereof, unless in the opinion of bak 
Thigh Contracting Parties such financing, construction, maintenance, 
or operation would not affect the security of the Canal. 

The High Contracting Parties also agree that such abrogation as is 
contemplated by this Article shall in no wise affect the maintenance 
and operation of the present Panama Railroad in the Canal Zone and 
in territory subject to the jurisdiction of the Republic of Panama. 


ARTICLE IV 


The second paragraph of Article VII of the Convention signed 
November 18, 1903, having to do with the issuance of, compliance 
with, and enforcement of, sanitary ordinances in the Cities of Panam 
and Colén, shall be abrogated in its entirety as of the date of entry 
into force of this Treaty. 

ARTICLE V 


The United States of America agrees that, subject to the enactment 
of legislation by the Congress, there shall be conveyed to the Republic 
of Panama free of cost all the right, title and interest held by the 
United States of America or its agencies in and to certain lands and 
improvements in territory under the jurisdiction of the Republic of 
Panama when and as determined by the United States to be no longer 
needed for the operation, maintenance, sanitation or protection of 
the Panama Canal or of its ‘auxiliary works, or for other authorized 
purposes of the United States in the Republic of Panama. The lands 
and improvements referred to in the poeene sentence and the 
determinations by the United States of America respecting the same, 
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subject to the enactment of legislation by the Congress, are designated 
and set forth in Item 2 of the Memorandum of Understandings 
Reached which bears the same date as this Treaty. The United 
States of America also agrees that, subject to the enactment of 
legislation by the Congress, there shall be conveyed to the Republic 
of Panama free of cost all its right, title and interest to the land and 
improvements in the area known as PAITILLA POINT and that 
effective with such conveyance the United States of America shall 
relinquish all the rights, power and authority granted to it in such 
area under the Convention signed November 18, 1903. The Republic 
of Panama agrees to save the Government of the United States 
harmless from any and all claims which may arise incident to the 
conveyance of the area known as PAITILLA POINT to the Republic 
of Panama. 
ARTICLE VI 


Article V of the Boundary Convention, signed September 2, 1914, 
between the United States of America and the Republic of Panama, 
shall be replaced by the following provisions: 

“Tt is agreed that the permanent boundary line between the City 
of Colé6n (including the Harbor of Coldén, as defined in Article VI of 
the Boundary Convention of 1914, and other waters adjacent to the 
shores of Colén, and the Canal Zone shall be as follows: 

Beginning at an unmarked point called “E’’, located on the north- 
easterly boundary of the Colén Corridor (at its Colén extremity), 
the geodetic position of which, referred to the Panam4-Colén datum 
of the Canal Zone triangulation system, is in latitude 9° 21’ N. plus 
0.00 feet (0.000 meters) and longitude 79° 54’ W. plus 356.09 feet 
(108.536 meters). 

Thence from said initial point by metes and bounds: 

Due East, 2662.83 feet (811.632 meters), along North latitude 
9° 21’ plus 0.00 feet (0.000 meters); to an unmarked point in 
Folks River, called “F”, located at longitude 79° 53’ W. plus 
3700.00 feet (1127.762 meters) ; 


N. 36° 36’ 30’ E., 2616.00 feet (797.358 meters), to an un- 


marked point in Manzanillo Bay, called “G”; 

N. 22° 41’ 307 W., 1192.00 feet (363.322 meters), to an un- 
marked point in Manzanillo Bay, called ““H”’; 

N. 56° 49’ 00’ W., 777.00 feet (236.830 meters), to an un- 
marked point in Manzanillo Bay, called “I’’; 

N. 29° 51’ 00’’ W., 2793.00 feet (851.308 meters), to an un- 
marked point in Manzanillo Bay, called “J’’; 

N. 50° 56’ 00’ W., 3292.00 feet (1003.404 meters), to an 
unmarked point in Limon Bay, called “K”; 

S. 56° 06’ 11’ W., 4253.85 feet (1298.100 meters), to an 
unmarked pont in Limon Bay, called ‘“L’’, which is located on 
the northerly boundary of the Harbor of Colén. 


Thence following the boundary of the Harbor of Colén, as described 
in Article VI of the Boundary Convention signed September 2, 1914, 
to monument “D’”’, as follows: 

N. 78° 30’ 30’’ W., 2104.73 feet (641.523 meters), on a line to 
the light house on Toro Point, to an unmarked pomt in Limon 
Bay, called “M”, located 330 meters or 1082.67 feet easterly and 
at right angles from the centerline of the Panama Canal; 
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S. 00° 14’ 50’ W., 3074.46 feet (937.097 meters), parallel to 
and 330 meters or 1082.67 feet easterly from the centerline of the 
Panama Canal, to an unmarked point in Limon Bay, called “N”; 

S. 78° 30’ 30” E., 3952.97 feet (1204.868 meters), to monument 
“D”’, which is a concrete monument, located on the easterly shore 
of Lamon Bay. 

Thence following the boundary between the City of Colén and the 
Canal Zone, as described in Article V of the Boundary Convention 
signed September 2, 1914, to monument ‘B”’ as follows: 

S. 78° 30’ 30’’ E., 258.65 feet (78.837 meters) through monu- 
ments Nos. 28 and 27 which are brass plugs in pavement, to 
monument “D’’, which is a concrete monument, the distances 
being 159.96 feet (48.756 meters), 28.26 feet (8.614 meters), and 
70.43 feet (21.467 meters), successively, from beginning of the 


course; 

N. 74° 17’ 35” E., 533.60 feet (162.642 meters), along the 
centerline of Eleventh Street, through monuments Nos. 26, 25, 
24 and 23, which are brass plugs in the pavement, to “C”, which 
is an unmarked point beneath the clock pedestal on the centerline 
of Bolivar Avenue, the distances being 95.16 feet (29.005 meters), 
91.02 feet (27.743 meters), 166.71 feet (50.813 meters), 158.66 
feet (48.360 meters) and 22.05 feet (6.721 meters), successively, 
from beginning of the course; 

S. 15° 58’ 00’ E., 965.59 feet (294.312 meters), along the cen- 
terline of Bolivar Avenue, through monuments Nos. 22, 21, 20 
and 19, which are brass plugs in the pavement, to monument 
“B”, which is a brass plug, the distances being 14.35 feet (4.374 
meters), 143.13 feet (43.626 meters), 238.77 feet (72.777 meters), 
326.77 feet (99.600 meters) and 242.57 feet (73,935 meters), 
successively from beginning of the course. (Monument “B” is 
the point of beginning referred to in Article I of the Convention 
between the United States of America and the Republic of 
Panama regarding the Colén Corridor and certain other Corridors 
through the Canal Zone, signed at Panam& on May 24, 1950.) 

Thence following the boundary between the City of Colén and the 
Canal Zone, to monument “‘A’’, as described in Article I of the Corridor 
Convention referred to in the next-preceding paragraph: 

S. 15° 57’ 40” E., 117.10 feet (35.692 meters) ulong the center- 
line of Bolivar Avenue to Monument No. A-8, which is a brass 
plug located at the intersection with the centerline of 14th Street 
projected westerly, in North latitude 9° 21’ plus 1356.18 feet 
(413.36* meters) and West longitude 79° 54’ plus 1862.57 feet 
(567.712 meters) ; 

N. 73° 59’ 35’’ E., 172.12 feet (52.462 meters) along the center- 
line of 14th Street to Monument No, A-7, which is a brass plug 
located at the intersection with the line of the west curb of 
Boundary Street projected northerly in North latitude 9° 21’ 
plus 1403.64 feet (427.830 meters) and West longitude 79° 54’ 
plus 1697.12 feet (517.283 meters) ; ; 

Southerly along the westerly curb of Boundary Street and its 
prolongation to Monument No. A~4, which is a brass plug located 
at the intersection of two curves, in North latitude 9° 21’ plus 
$33.47 feet (254.042 meters) and West longitude 79° 54’ plus 
980.94 feet (298.991 meters) (this last mentioned course passes 
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through a curve to the left with a radius of 40.8 feet (12.436 
meters) and the intersection of its tangents at point A-6 in North 
latitude 9° 21’ plus 1306.23 feet (398.140 meters) and West longi- 
tude 79° 54’ plus 1669.37 feet (508.825 meters), and a curve to 
the right with a radius of 1522 feet (436.907 meters) with the 
point of intersection of its tangents at point A-5 in North latitude 
9° 21’ plus 958.14 feet (292.042 meters) and West longitude 79° 
54’ plus 1105.89 feet (337.076 meters)); 

Through a curve to the left with a radius of 262.2 feet (79.919 
meters) and the intersection of its tangents at point A~3 in North 
latitude 9° 21’ plus 769.07 feet (234.413 meters) and West longi- 
tude 79° 54’ plus 955.43 feet (291.216 meters); a curve to the 
right with a radius of 320.0 feet (97.536 meters) and the inter- 
section of its tangents at point A-2 in North latitude 9° 21’ plus 
673.38 feet (205.247 meters) and West longitude 79° 54’ plus 
836.40 feet (254.935 meters) ; and a curve to the left with a radius 
of 2571.5 feet (783.795 meters) and the intersection of its tangents 
at point A-1 in North latitude 9° 21’ plus 302.15 feet (92.096 
meters) and West longitude 79° 54’ a 680.96 feet (207.557 
meters) to Monument No. “A’’, which is a 1% inch brass plug 
located in the old sea wall, in North latitude 9° 21’ plus 45.60 
feet (13.899 meters) and West longitude 79° 54’ plus 487.65 feet 
(148.636 meters) ; 

S. 21° 34’ 50’’ W., 29.19 feet (8.897 meters), to an unmarked 
point called #1; 

Southeasterly, 23.26 feet (7.090 meters), along a curve to the 
left with a radius of 2596.48 feet (791.409 meters) (the chord of 
which bears S. 37° 28’ 20’ E., 23.26 feet (7.090 meters) to an 
unmarked point called #2, located on the southwesterly boundary 
of the Colén Corridor at North latitude 9° 21’ plus 0.00 feet 
(0.000 meters). 

The directions of the lines refer to the true meridian. 

The above-described boundary is as shown on Panama Canal Com- 
pany drawing No. 6117-22, entitled “Boundary Line Between the 

ty of Colén and the Canal Zone’’, scale 1 inch to 600 feet, dated 
December 23, 1954, prepared for the Canal Zone Government, at- 
trached as an annex hereto and forming a part hereof. 

Article VIII of the General Treaty signed March 2, 1936, as 
amended by Article III of the Convention between the United States 
of America and the Republic of Panama regarding the Colén Corridor 
and certain other corridors through the Canal Zone, signed May 24, 
1950, is hereby modified by removing from the Colén, or westerly, 
end of the Colén Corridor the portion thereof lying north of North 
latitude 9° 21’ and incorporating such portion within the boundary of 
the City of Colén as described above. 

This Article shall become effective upon completion of the with- 
drawal by the United States of America from the sections of the city 
of Colén known as New Cristobal, Colén Beach and the de Lesseps 
Area, with the exception of the lots retained for consulate purposes, 
except that it shall in no case become effective prior to the exchange 
of the instruments of ratification of this Treaty and the exchange of 
instruments of ratification of the Convention signed May 24, 1950, 
referred to in the preceding paragraph. 
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ARTICLE VII 


_ The second paragraph of Article VII of the Boundary Convention 
signed vere er 2, 1914, between the United States of America and 
the we lic of Panama, shall be abrogated in its entirety as of the 
date of entry into force of the present Treaty. : 

The landing pier situated in the small cove on the southerly side of 
Manzanillo Island, constructed pursuant to provisions contained in 
the second paragraph of Article VII of the Boundary Convention of 
1914 between the two countries, shall become the property of the 
Government of the Republic of Panama as of the date of entry into 
force of the present Treaty. 


ARTICLE VIII ‘ 


(a) The Republic of Panama will reserve exclusively for the purpose 
of maneuvers and military training the area described in the maps 
(Nos. SGN-7-54 and SGN-8-54, each dated November 17, 1954) 
and accompanying descriptions prepared by the Comisién Catastral 
of the Republic of Panama, attached as the Annex hereto, and will 
permit the United States of America, without cost and free of all 
encumbrances, exclusively to utilize said area for the indicated purpose 
for a period of fifteen (15) years, subject to extension thereafter as 
agreed by the two Governments. This authorization includes the 
free access to, egress from, and movements within and over, said area. 
This utilization will not affect the sovereignty of the Republic of 
Panama, or the operation of the Constitution and the laws of the 
Republic over the mentioned area. 

(b) The United States Armed Forces, the members thereof and their 
families actually residing with them, and United States nationals 
who, in an official capacity, are serving with or accompanying the 
Armed Forces of the United States and members of their families 
actually residing with them will be exempted within the said area from 
all taxation by the Republic of Panama or any of its political sub- 
divisions. 

(c) Prior to the expiration of the period envisaged in this Article 
and within a reasonable time thereafter the United States shall have 
the right to remove from this training and maneuver area, or other- 
wise to dispose of, without limitation or restriction all structures, 
installations, facilities, equipment and supplies brought into, or con- 
structed or erected within this training and maneuver area by or on 
behalf of the United States. The Republic of Panama will not be re- 
quired to reimburse the United States for any structures, installations, 
facilities, equipment and supplies not removed or otherwise disposed 
of as provided herein. 

(d) The United States shall be under no obligation to restore this 
training and meneuver area or the facilities and installations thereon 
to their original condition upon the termination of this Article, except 
for the landing strip which will be returned in at least as good condition 
as that obtaining at the time of coming into effect of this Article. 

(e) The provisions of this Article shall in no manner terminate or 
modify the provisions concerning the holding of military maneuvers 
in the Republic of Panama eatablished by the Notes ancillary to the 
General Treaty signed March 2, 1936 other than as provided herein 
for this training and maneuver area. 
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ARTICLE X 


The High Contracting Parties agree that, in the event of the dis- 
continuance of the Panama Railroad, and of the construction or com- 
pee by the United States of s. strategic highway across the Isthmus 
ying wholly within the Canal Zone intended primarily for serving the 
operation, maintenance, civil government, sanitation and protection 
ot the Panama Canal and Canal Zone, and notwithstanding anything 
to the contrary in Article VI of the Convention signed November 18, 
1903, the United States of America may in its discretion either pro- 
hibit or restrict the use, by busses or trucks not at the time engaged 
exclusively in the servicing of, or the transportation of supplies to, 
installations, facilities or residents of the Canal Zone, of that portion 
of such highway which lies between Mount Hope, Canal Zone and the 
intersection of such highway with the Canal Zone section of the 
Trans-Isthmian Highway referred to in the Trans-Isthmian Highway 
Convention between the United States of America and the Republic 
of Panama, signed March 2, 1936. 


ARTICLE XI 


The Republic of Panama agrees, notwithstanding the provisions of 
Article III of the General Treaty signed March 2, 1936, that the 
United States of America may extend the privilege of purchasing at 
post exchanges small items of personal convenience ane items neces- 
sary for professional use, to military personnel of friendly third coun- 
tries present in the Zone under auspices of the United States. 


ARTICLE XII 


The United States of America agrees that, effective December 31, 
1956, there will be excluded from the privilege of making purchases in 
the commissaries and other sales stores in the Canal Zone as weil as 
the privilege of making importations into the Canal Zone all those 
persons who are not citizens of the United States of America, except 
members of the Armed Forces of the United States, and who do not 
actually reside in the Canal Zone but who are included in the cate- 
gories, of persons authorized to reside in said Zone; it being understood 
nevertheless that all personnel of the agencies of the United States of 
America will be permitted under adequate controls to purchase small 
articles such as meals, sweets, chewing gum, tobacco and similar 
articles near the sites of their jobs. 

The United States of America further agrees that, effective Decem- 
ber 31, 1956, and notwithstanding the provisions of the first para- 

aph of Article IV of the General Treaty signed March 2, 1936, the 

overnment of the Republic of Panama may impose import duties 


UNITED STATES-PANAMA RELATIONS 67 


and other sal J upon goods destined or consigned to persons, other 
than citizens of the United States of America, included in class (a) in 
Section 2 of Article III of said Treaty, who reside or sojourn in terri- 
tory under the jurisdiction of the Republic of Panama during the per- 
formance of their service with the Tnited States of America or its 


seme) even though such goods are intended for their own use and 


ARTICLE XIII 


The present Treaty shall be subject to ratification and the instru- 
ments of ratification shall be exchanged at Washington. It shall 
enter into force on the date of the exchange of the instruments of 
ratification. 


MEMORANDUM OF UNDERSTANDINGS REACHED 


In connection with the 1953-1954 negotiations between representa- 
tives of the United States of America and the Republic of Panama, 
which have resulted in the signature of a Treaty between the two 
countries, the following understandings have been reached: 

On the part of the United States of America: 

1. Legislation will be sought which will authorize each agency of 
the United States Government in the Canal Zone to conform its 
existing wage practices in the Zone to the following principles: 

(a) The basic wage for any given grade level will be the same 
for any employee eligible for appointment to the position without 
regard to whether he is a citizen of the United States or of the 
Republic of Panama. 

(b) In the case of an employee who is a citizen of the United 
States, there may be added to the base pay an increment repre- 
senting an overseas differential plus an allowance for those 
elements, such as taxes, which operate to reduce the disposable 
income of such an employee as compared with an employee who 
is a resident of the area. 

(ec) The employee who is a citizen of the United States will 
also be eligible for greater annual leave benefits and travel allow- 
ances because of the necessity for periodic vacations in the United 
States for recuperation purposes and to maintain contact with 
the employee’s home environment. 

Legislation will be sought to make the Civil Service Retirement Act 
uniformly applicable to citizens of the United States and of the 
Republic of Penavia employed by the Government of the United 
States in the Canal Zone. 

The United States will afford equality of opportunity to citizens of 
Panama for employment in all United States Government positions 
in the Canal Zone for which they are qualified and in which the employ- 
ment of United States citizens is not required, in the judgment of the 
United States, for security reasons. 

The agencies of the United States Government will evaluate, 
classify and title all positions in the Canal Zone without regard to the 
nationality of the incumbent or proposed incumbent. 

Citizens of Panama will be afforded opportunity to participate in 
such training programs as may be conducted for employees by United 
States agencies in the Canal Zone. 
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2. With reference to that part of Article V of the Treaty signed 
today which deals with the conveyance to the Republic of Panama 
free of cost of all the right, title and interest held by the United States 
of America or its agencies in and to certain lands and -improvements 
situated in territory under the jurisdiction of the Republic of Panama, 
steps will be taken as provided in this Item. 

(a) Legislation will be sought to authorize and direct the transfer 
to the Republic of Panama of all the right, title and interest held by 
the United States or its agencies in or to the following real property: 

1. The J. N. Vialette and Huerta de San Doval tracts in the 
city of Panam4 and the Aspinwall tract on the Island of Taboga. 

2. Las Isletas and Santa Catalina Military Reservations on the 
Island of Taboga. This transfer will include the cable rights-of- 
way which have a width of 20 feet (6.10 meters) and extend be- 
tween the Ancon Cove Military Reservation and the Santa 
Catalina Military Reservation, and between the El Vigia Military 
Reservation and the Las Isletas Military Reservation. 

3. The lot in Colén now reserved for consulate purposes. 

4. Certain lands on the westerly shores of the city of Colén 
described roughly as extending from the southerly boundary of 
the de Lesseps area (4th Street extended) to the Colén-Canal 
Zone boundary and bounded on the east by the east wall of the 
old freight house and, below that structure, by a line 25 feet 
(7.622 meters) west of the center line of the most westerly rail- 
road track. This transfer will include the certain improvements 
consisting of the old freight house and Colén Pier Number 3. 

(b) Legislation will be sought to authorize and direct the Panama 
Canal Company to remove its railway terminal operations from the 
city of Panama and to transfer to the Republic of Panama free of coast 
all of the right, title and interest of the Panama Canal Company in and 
to the lands known as the Panama Railroad Yard, including the im- 
provements thereon and specifically including the railway passenger 
station. This action will also relieve the Government of the Republic 
of Panama of its obligation under Point 10 of the General Relations 
Agreement between the United States of America and the Republic of 
Panama signed May 18, 1942 to make available without cost to the 
Government of the United States of America a suitable new site for 
such terminal facilities. 

(c) With respect to those areas in the city of Colén known as de 
Lessepe, Colén Beach and New Cristobal (with the exception of two 
lots in the de Lesseps area which the United States intends to use for 
consulate purposes), legislation will be sought to authorize and direct 
the gradual withdrawal from these areas and the conveyance or trans- 
fer to the Republic of Panama free of cost of all the right, title and 
interest of the United States and of its agency, the Panama Canal 
Company, in and to the lands and improvements thereon. Under 
this process of gradual withdrawal the United States Government, 
and/or its agencies, will not be obligated to install any new structure 
in such areas and, as severable parts of the areas cease to be needed, 
the lands and improvements would be conveyed or transferred. The 
severability of parts of the areas depends upon a number of practical 
considerations including those having to do with the present obliga- 
tions of the United States, with respect to the subject areas, concern- 
ing water and sewerage facilities, street cleaning and pavaing, water 
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supply, et cetera, 28 stipulated in the Instrument of Transfer of Water 
Sewerage Systems, executed between the Governor of the Panama 
Canal and the Foreign Minister of Panama on December 28, 1945. 

_ (d) With as oak to the railroad passenger station and site in the 
city of Coldn, legislation will be sought to authorize and direct, the 
withdrawal from such site and structure at such time as the with- 
drawal from the areas known as de Lesseps, Colén Beach and New 
Cristobal, contemplated by the next preceding subparagraph, shall 
have been fully completed, and the conveyance to the epublic of 
Panama free of cost of all the right, title and interest of the United 
States and of its agency, the Panama Canal Company, in and to such 
site and structure. However, the railroad tracks and trackage area 
in Colén, being required for switching purposes serving the Cristobal 
piers, will be retained for such purposes. 

(e) All transfers or conveyances of lands and improvements con- 
templated by this Item, subject to legislative authorization and direc- 
tion, will necessarily be made subject to any leases which may be 
outstanding in the respective areas, and will also contain provisions 
fully protecting the Government of the United States of America 
against any claims by lessees for damages or losses which may arise 
as a result of such transfers or conveyances. 

(f) The transfers or conveyances contemplated by this Item, sub- 
ject to legislative authorization, are in addition to the conveyance of 

aitilla Point as specifically covered by Article V of the Treaty signed 
today, and to the transfer of real property effected by Article VI of 
said Treaty. 

3. Articles, materials, and supplies that are mined, produced or 
manufactured in the Republic of Bae when purchased for use in 
the Canal Zone, will be exempted from the provisions of the Buy 
American Act. 

4. Referring to the exchange of notes dated March 2, 1936, accessory 
to the General Treaty between the United States of America and the 
Republic of Panama signed on that date, relative to the sale to shi 
of goods imported into the Canal Zone by the Government of the 
United States of America, the United States of America agrees, 
effective December 31, 1956, and in benefit of Panamanian commerce, 
to withdraw wholly from, and thereafter to refrain from, any such 
sales to ships, provided that nothing in this Item shall apply — 

(a) to sales to ships operated by or for the account of the 
Government of the United States of America, 

(b) to the sale of fuel or lubricants, or 

(c) to any sale or furnishing of ships stores which is incidental 
to the performance of ship repair operations by any agency of 
the Government of the United States of America. 

5. Legislative authorization and the neceeety appropriations will 
be sought for the construction of a bridge at Balboa referred to in 
Point 4 of the General Relations Agreement of 1942. 

6. The United States of America agrees, effective December 31, 
1956, to withdraw from persons employed by agencies of the Govern- 
ment of the United States of America in the Canal Zone who are not 
citizens of the United States of America and who do not actually 
reside in said Zone the privilege of availing themselves of services 
which are offered within said Zone except those which are essential 
to health or necessary to permit them to perform their duties. 
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7. It is and will continue to be the policy of the Panama Canal 
cies and of the Armed Forces in the Canal Zone in making pur- 
chases of supplies, materials and equipment, so far as permitted under 
United States legislation, to afford to: the economy of the Republic 
of Panama full opportunity to compete for such business. i 

8. In general connection with the matter of the importation of 
items of merchandise for resale in the sales stores in the Canal Zone, 
it will be the practice of the agencies concerned to acquire such items 
either from United States sources or Panamanian sources unless, in 
certain instances, it is not feasible to do so. 

9. With respect to the manufacture and processing of goods for sale 
to or consumption by individuals, now carried on by the Panama 
Canal Company, it will be the policy of the United States of America 
to terminate such activities whenever and for so long as such goods, 
or particular classes thereof, are determined by the United States of 
America to be available in the Republic of Panama on a continuing 
basis, in satisfactory qualities and quantities, and at reasonable prices. 
The United States of America will give prompt consideration to a 
request in writing on the part of the Government of Panama concern- 
ing the termination of the manufacture or processing of any goods 
covered in this Item as to which the Government of Panama may 
consider the criteria specified in this Item to have been met. 

10. Prompt consideration will be given to withdrawing from the 
handling of commercial cargo for transshipment on Canal Zone 
piers so soon as Panamanian port facilities are in satisfactory opera- 
tion in Colén. 

11. The United States agrees that the term “auxiliary works” as 


used in the Treaty includes the Armed Forces of the United States of © 


America. 

On the part of the Republic of Panama: 

1. The republic of Panama will lease to the United States of 
America, free of all cost save for the recited consideration of one 
Balboa, for a period of 99 years, two parcels of land contiguous to 
the present United States Embassy residence site, as designated on 
the sketch (No. SGN-9~54, dated November 19, 1954) and accom- 
penying descriptions prepared by the Comisiédn Catastral of the 

epublic of Panama, attached hereto. 

2. The Republic of Panama assures the United States of America 
that the property, shown and described on the attached map (No. 
SGN-6-54, dated October 1954) and accompanying description 

repared by the Comisién Catastral of the Republic of Panama, in 

ont of the United States Embassy office balding site and between 
the Bay of Panama and Avenida Balboa as it may be extended 
between 37th and 39th Streets, will be preserved permanently as a 
park and not developed for commercial or residential purposes. 

3. So long as the United States of America maintains in effect those 
provisions of Executive Order No. 6997 of March 25, 1935 governing 
the importation of alcoholic beverages into the Canal Zone, the 
Republic of Panama will grant a reduction of 75 percent in the 
import duty on alcoholic beverages which are sold in Panama for 
importation into the Canal Zone pursuant to such Executive Order. 
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4. In connection with the authorization granted to the United 
States of America in Article VIII of the Treaty, the United States shall 
have free access to the beach areas contiguous to the maneuver area 
described in said Article VIII for purposes connected with trainin 
and maneuvers, subject to the public use of said beach as provided 
under the Constitution of Panama. 

The provisions of this Memorandum of Understandings Reached 
shall enter into force upon the ones of instruments of ratification 


of the Treaty signed this day by the United States of America and the 
Republic of Panama. 


APPENDIX D 


8 COMPARISON OF THE RIGHTS AND OBLIGATIONS OF THE UNITED STATES UNDER THE TERMS 
OF THE THREE BASIC TREATIES WITH PANAMA 


Hay-Bunau-VaritLa Treaty, 1903 


RIGHTS RECEIVED 


(1) In perpetuity, to a zone of land and land under 
water 10 miles in width and extending 3 miles into the 
Caribbean sea and 3 miles into the Pacific ocean, plus 
certain small islands in the Bay of Panama, for the 
maintenance, operation, sanitation, and protection of a 
canal across the Isthmus of Panama. 

(2) In perpetuity, the use, occupation, and control of 
any other lands and waters outside of the zone which may 
be necessary and convenient for the construction, mainte- 
nance, operation, sanitation, and protection of the canal. 

(3) All the power and authority within the zone and 
within the limits of all auxiliary lands and waters which 
the United States would possess and exercise if it were 
sovereign, to the entire exclusion of the exercise by the 
Republic of Panama of any such sovereign rights, power, 
or authority. 

(4) All the rights of the New Panama Canal Company 
and the Panama Railroad upon purchase of the Com- 
pany’s rights, privileges, properties, and concessions. 

(5) At all times and at its discretion to use its police 
and its land and naval forces or to establish fortifications 
for the safety or protection of the canal, or of the ships 
that transit it, or the railways and auxiliary works.’ 


(6) To use the rivers, streams, lakes, and other bodies 
of water in the Republic of Panama for navigation, the 
supply of water, or water power or other purposes as may 
be necessary and convenient for the construction, mainte- 
nance, operation, sanitation, and protection of the canal. 

(7) A monopoly in perpetuity for the construction, 
maintenance, and Spader of any system of communi- 
cation by means of canal or railroad connecting the 
Caribbean Sea and the Pacific Ocean across Panamanian 
territory. 

(8) ‘fo acquire in the cities of Panama and Colon, by 
purchase or by the exercise of the right of eminent domain, 
any lands, buildings, water rights, or other properties 
necessary and convenient for the construction, mainte- 
nance, operation, and protection of the canal and of any 
works of sanitation, such as the collection and disposition 
of sewage and the distribution of water in the said cities 
et Panama and Colon, at the discretion of the United 

tates. 

(9) To impose and collect water rates and sewerage rates 
which shall be sufficient to provide for the payment of 
interest and the amortization of the principal of the cost 
of such works within period of fifty years, upon which 
time the system of sewers and water works shall revert to 
os become the properties of the cities of Panama and 

olon. i 

(10) To enforce in perpetuity sanitary ordinances pre- 
scribed by the United States in the cities of Panama and 
Colon and the territories and harbors adjacent thereto in 
case the Republic of Panama should not be, in the judg- 
ment of the United States, able to maintain such order. 


CONCESSIONS 


(1) Guaranteed the independence of the Republic of 
Panama. 

(2) Granted the right to have official dispatches of the 
Government of Panama transmitted over any telegraph 
and telephone lines established for canal purposes and 
used for public and private business at rates not higher 
than those required from officials in the service of the 
United States. 

(3) $10 million in gold coin of the United States and an 
annual payment of $250,000, beginning 9 years after the 
date of the a of ratifications. 

(4) Granted the Republic of Panama the right to trans- 
port over the canal its vessels and its troops and munitions 
of war at all times without paying charges of any kind. 
The exemption is extended to the auxiliary railway for 
the transportation of persons in the service of the Republic 
of Panama, or of the police force charged with the preser- 
vation of public order outside of the zone, as well as to 
their baggage, munitions of war, and supplies. 

(5) United States assumes the costs of damages caused 
to owners of private property of any kind by reason of the 
grants contained in the treaty or by reason of the opera- 
tions of the United States, its agents or employees, or by 


reason of the construction, maintenance, operation 
sanitation, and protection of the canal or of the works o 
sanitation and protection provided for in the treaty. 

(6) After 50 years, the system of sewers and waterworks 
constructed and maintained by the United States shall 
revert to and become the properties of the cities of Panama 
and Colon. 
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Hay-Bunavu-Varitwa Treaty, 1903—Continued 


RIGHTS RECEIVED 


(11) In perpetuity, to maintain public order in the 
cities of Panama and Colon and the territories and harbors 
adjacent thereto in case the Republic of Panama should 
not be, in the judgment of the United States, able to 
maintain such order. 

12) To make use of the towns and harbors of Panama 
and Colon as places of anchorage, and for making repairs, 
for loading, unloading, deposition, or transshipping cargoes 
either in transit or destined for the service of the canal 
and for other works pertaining to the canal. 

(13) Freedom from taxation upon the canal, the rail- 
ways and auxiliary works, tugs, and other vessels em- 
ployed in the service of the canal, storehouses, workshops, 
offices, quarters for laborers, factories of all kinds, ware- 
houses, wharves, machinery and other works, property, 
and effects appertaining to the canal or railroad an 
auxiliary works, or their officers or employees, situated 
within the cities of Panama and Colon, and freedom from 
taxation upon officers, employees, laborers, and other 
individuals in the service of the canal and railroad and 
auxiliary works. 

(14) To import at any time into the zone and auxiliary 
lands, free of customs duties, imposts, taxes, or other 
charges, and without any restrictions, all materials neces- 
sary and convenient in the construction, muintenance, 
Operation, sanitation, and protection of the canal and all 


provisions necessary and convenient for employers in the 
service of the United States and their families. 

(15) The right to purchase or lease Jands adequate and 
necessary for naval or coaling stations on the Pacific coast 
and on the western Caribbean coast of the Republic of 
Panama at certain points to be agreed upon. 


TREATY 


(1) Jurisdiction of a corridor from Madden Dam to the 
Canal Zone. 

(2) Unimpeded transit across the Colon corridor re 
vided for in the treaty) at any point, and of travel along 
the corridor, and to such use of the corridor as would be 
involved in the construction of connecting or intersecting 
nigaw aye or railroads, overhead and underground power, 
telephone, telegraph and pipe lines, and additional 
drainage channels. 


CONCESSIONS 


oF 1936 


(1) Renounces the guarantee of Panamanian independ- 
ence, 

(2) Renounces the right to expropriate without restric- 
tion additional land for canal use. Henceforth, in the 
event of some unforeseen contingency, should the utiliza- 
tion of lands or waters additional to those already em- 
ployed be necessary for the maintenance, sanitation, or 
efficient operation of the canal, or for its effective protec- 
tion, the two governments will agree upon such measures 
as may be necessary to take. 

(3) Renounces right of ‘eminent domain”’ in cities of 
Panama and Colon. 

(4) Renounces right to intervene to maintain public 
order in the cities of Panama and Colon. 

(5) Renounces unlimited right to defend canal. In the 
event that the security of tho Republic of Panama or the 
canal is threatened, the matter will be the subject of con- 
sultation between the two governments. 

(6) Increases annuity from $250,000 to $430,000. 

(7) Persons not connected with the operation or admin- 
istration of the canal are not to rent dwellings in the 
Canal Zone belonging to the Government of the United 
States or to reside in the zone. 
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Treaty oF 1936—Continued 
CONCESSIONS 


(8) Sale of goods imported into the zone or purchased, 
produced, or manufactured there by the Government of 
the United States is limited to persons employed by the 
United States in the Canal Zone and members of the 
Armed Forces of the United States, and their families. 
Contractors operating in the zone and their employees 
and persons engaged in religious, welfare, charitable, edu- 
cational, recreational, and scientific work may purchase 
such items only when they actually reside in the zone. 

(9) All private business enterprises in the zone, with the 
exception of concerns having a direct relation to the oper- 
ation, maintenance, sanitation, or protection of the canal, 
other than those existing at the time of the signature of 
the treaty, are prohibited ‘ 

(10) United States extends to merchants residing in 
Panama full oppersinity, for making sales to vessels arriv- 
ing at terminal ports of the canal or transiting the canal. 

(11) United States will permit vessels entering at or 
clearing from ports of the Canal Zone to use and enjoy the 
dockage and other facilities of the ports for the purpose of 
loading or unloading cargoes and receiving or disembark- 
ing passengers to or from territory under the jurisdiction 
of the Republic of Panama. 

(12) Republic of Panama is given right to collect tolls 
from merchant ships in the ports of Panama City and 
Colon, even though they later pass through the canal, 


(13) United States will furnish to the Republic of 
Panama free of charge the necessary sites for the establish- 
ment of customhouses in the ports of the Canal Zone for 
the collection of duties on importations destined to the 
Republic and for the examination of merchandise and 
assengers consigned to or bound for the Republic of 
anama. Panama is given exclusive jurisdiction to 
enforce the immigration or customs laws of the Republic 
of Panama within the sites so provided. 
(14) Republic of Panama given right to determine what 
poe or classes of persons ae at ports of the Canal 
one shall be admitted or excluded from its jurisdiction. 
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RIGHTS RECEIVED 


(1) Exclusive use without cost, for a period of at least 
15 years, of a military training and maneuver area (ap- 
proximately 19,000 acres) in the Rio Hato region. 

(2) Panama waives the right, under article XTX of the 
1903 convention, to free transportation over the Panama 
Railroad of persons in the service of the Republic of 
Panama, or of the police force charged with the preserva- 
tion of public order outside of the Canal zone, as well as 
to their baggage, munitions of war, and supplies. 

(3) Panama waives certain treaty rights in order to 
enable the United States to prohibit or restrict the use of 
a contemplated new strategic highway within the Canal 
Zone by commercial transisthmian traffic. 

(4) Panama waives certain treaty provisions in order to 
enable the United States to extend limited post exchange 
privileges to military personnel of friendly foreign coun- 
tries visiting the Canal Zone under U.S. auspices. 

(5) A lease for a period of 99 years without cost to two 
parcels of land contiguous to the U.S. Embassy residence 
site in the city of Panama. 

(6) Pansma will reserve 
certain land in front of the 
site in the city of Panama. 

(7) A reduction of 75 percent in the import duty on 
alcoholic beverages which are sold in Panama for importa- 
tion into the Canal Zone. 


Peener ey as a park area 
.S. Embassy office building 


Treaty or 1955 


CONCESSIONS 


(1) The annuity is increased from $430,000 to 
$1,930,000. . 

(2) Subject to certain general conditions, Panama is 
enabled to levy income taxes on the following categories 
of personnel employed by Canal Zone agencies: (1) 
Panamanian citizens irrespective of their place of residence 
and (2) citizens of third countries who reside in territory 
under the jurisdiction of Panama. 

(3) Renounces monopoly with respect to the construc- 
tion, maintenance, and operation of transisthmian rail- 
roads and highways, with the provision that no system of 
interoceanic communication by railroad or highway within 
territory under Panamanian jurisdiction may be financed, 
constructed, maintained, or operated directly or indirectly 
by a third country or nationals thereof unless in the 
opinion of both parties such action would not affect the 
security of the canal. 


(4) Renounces treaty right to prescribe and enforce 
sanitary measures in the cities of Panama and Colon. | 
(5) Certain lands, with improvements thereon, previ- 


ously acquired for canal purposes (including Paitilla Point 
and the Panama Railroad yard and station in the city of 
Panama) but no longer needed for such purposes, are to 
be transferred to Panama and there is to be a gradual 
transfer to Panama of the New Cristobal, Colon Beach. 
and Fort de Lesseps areas in Colon. 


(6) Canal Zone commissary and import privileges of 
non-U.S. citizen yeaa bon of Canal Zone agencies, except 
members of the Armed Forces of the United States, who 
do not reside in the zone are withdrawn. 

(7) The U.S. Congress will be requested to enact legis- 
lation authorizing establishment of a single basic wage 
scale for all United States and Panamanian employees 
of the U.S. Government in the Canal Zone and providing 
for uniform me ape, He of the Civil Service Retirement 
Act to citizens of the United States and citizens of Panama 
employed by the U.S. Government in the Canal Zone. 

(8) The United States will afford equality of SEP 
tunity to citizens of Panama for employment in all U.S. 
Government positions in the Canal Zone for which they 
are qualified and in which the employment of U.S. citizens 
is not required, in the judgment of the United States, for 
security reasons. 

(9) Citizens of Panama will be afforded opportunity to 

articipate in such training programs as may be conducted 
‘or employees by U.S. agencies in the Canal Zone. 

(10) Articles, materials, and “ees that are mined, 
produced, or manufactured in the Republic of Panama 
when purchased for use in the Canal Zone, will be exempted 
from the provisions of the Buy American Act. 

(11) The U.S. Congress will be requested to enact the 
necessary legislation for the construction across the canal 
at Balboa of a bridge. 
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APPENDIX E 


Public Law 85-550 
85th Congress, 8. 1850 
July 25,1958 
AN ACT 


To implement item 1 of a Memorandum of Understandings attached to the- 


treaty of January 25, 1955, entered into by the Government of the United 
States of America and the Government of the Republic of Panama with respect 
to wage and employment practices of the Government of the United States 
of America in the Canal Zone. 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, 


FINDINGS 


Section 1. (a) The Congress of the United States of America hereby 
finds that the Government of the United States of America and the 
Government of the Republic of Panama on January 25, 1955, entered 
into a treaty (known as the Treaty of Mutual Wndectendng and 
Cooperation), to which was attached a Memorandum of Understand- 
ings Reached (otherwise referred to as the Memorandum of Under- 
standings), signed by such governments on such date. 

(b) The Congress further finds that, under such Memorandum of 
Understandings, the Government of the United States assumed certain 
obligations set forth in item 1 of such Memorandum as follows: 

“1. Legislation will be sought which will authorize each agency of 
the United States Government in the Canal Zone to contoeth its 
existing mee practices in the Zone to the following principles: 

“‘(a) The basic wage for any given grade level will be the same 
for any employee eligible for appointment to the position without 
regard to whether he is a citizen of the United States or of the 
Republic of Panama. 

“‘(b) In the case of an employee who is a citizen of the United 
States, there may be added to the base pay an increment repre- 
senting an overseas differential plus an allowance for those 
elements, such as taxes, which operate to reduce the disposable 
income of such an employee as compared with an employee who 
is a resident of the area. 

““(c) The snp eae who is a citizen of the United States will 
also be eligible for greater annual leave benefits and travel allow- 
ances because of the necessity for periodic vacations in the United 
States for recuperation purposes and to maintain contact with 
the employee’s home environment. 

“Legislation will be sought to make the Civil Service Retirement 


Act uniformly applicable to citizens of the United States and the. 
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Republic of Panama employed by the Government of the United 
States in, the Canal Zone. te ae 

.. “The United States will afford equality of opportunity to citizens 
of Panama for employment in all United States Government posi- 
tions in the Canal Zone for which they are qualified and in which the 
employment of United States citizens is not required, in the judgment 
of the United States, for security reasons. ; 

“The agencies of the United States Government will evaluate, clas- 
sify, and title all positions in the Canal Zone without regard to the 
nationality of the incumbent or proposed mcumbent. a . 

“Citizens of Panama will be afforded opportunity to participate in 
such training programs as may be conducted for employees by the 
United States agencies in the Canal Zone.” ead 

(c) The Congréss further finds that the enactment of legislation 
containing a statement of general policies and principles and other 
provisions in implementation of item 1 of such Memorandum of Under- 
standings is necessary to the faithful and proper discharge of the obli- 
gations assumed by the Government of the United States under such 


item. 


UNITED STATES-PANAMA RELATIONS 


DEFINITIONS 


Sc. 2. As used in the following provisions of this Act, the term— 
(1) “department” means a department, agency, or independent 
establishment in the executive branch of the Government of the 
United States (including a corporation wholly owned or con- 
trolled by the United States) which conducts operations in the 
Canal Zone; ; — 

(2) “position” means those duties and responsibilities of a 
civilian nature under the jurisdiction of a department (A) which 
are performed in the Canal Zone or (B) with respect to which 
the exclusion of individuals from the Classification Act of 1949, 
as amended, is provided for by section 202(21)(B) of such Act 
as amended by section 16 (a) of this Act; io 

(3) “employee” means any individual holding a position; and 

(4) “continental United States” means the several States of the 
United States of America existing on the date of enactment of 
this Act and the District of Columbia. 


GENERAL RULES FOR EMPLOYMENT AND WAGE PRACTICES OF UNITED 
STATES GOVERNMENT IN THE CANAL ZONE 


Sc. 3. (a) The head of each department is authorized and directed 
to conduct the employment and wage practices in the Canal Zone of 
such department in accordance with—_ : 

(1) the principles established.in item 1 of the Memorandum 0 
Understandings set forth in section 1(b) of this Act; 
(2) the provisions of this Act; : 
(3) the regulations promulgated by, or under authority of, the 
President of the United States in accordance with this Act; and 
(4) provisions of applicable law. 
(b) The President is authorized, to the extent he deems appro- 
aor (1) to exclude any employee or position from this Act or from 
any provision of this Act, and 
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2) to extend to any employee, whether or not such employee 
is : Ae of the United States the Sr gue ae and privileges 
as are provided by applicable laws and regulations for citizens 
of the Gited States employed in the competitive civil service of 
the Government of the United States. 7 a 


EMPLOYMENT. STANDARDS 


Sec. 4. (a) The head of each department shall establish written 
standards, in conformity with this Act, the regulations promulgated 
under section 15(b) of this Act, and the Canal Zone Merit System 
established under section 10 of this Act, for—_ 

(1) the determination of the qualifications and fitness of em- 
ployees and of individuals under consideration for appointment to 
positions, and ae . ; 

(2) the selection of individuals for appointment, promotion, 
or transfer to positions. ; 

(b) Such standards shall be placed in effect on such date as the 
President shall prescribe but not later than the one hundred and 
eightieth day following the date of enactment of this Act. 


COMPENSATION 


Sec. 5. (a) The head of each department shall establish and may 
revise, from time to time, in accordance with this Act, the rates of 
basic compensation for positions and employees under his jurisdiction. 

(b) Such rates of basic compensation may be established and revised 
in relation to the rates of compensation for the same or similar work 
performed in the continental United States or in such areas outside 
the continental United States as may be designated in regulations 
promulgated under section 15(b) of this Act. 

(c) The head of each department may grant increases in such rates 
of basic compensation in amounts not to exceed the amounts of the 
increases granted, from time to time, by Act of Congress in corre- 
sponding rates of compensation in the appropriate gehadule or scale of 
pay. The head of the department concerned may make such increases 
effective as of such date as he may designate but not earlier than 
a effective date of the corresponding increases provided by Act of 

ongress, 

(d) No rate of basic compensation established under this section 
shall exceed by more than 25 per centum, when increased by the 
amounts of the allowance and the differential authorized by section 7 
of this Act, the rate of basic compensation for the same or similar 
work performed in the continental United States by employees of the 
Government of the United States. ens 

(e) The initial adjustments in rates of basic compensation under 
authority of this section shall be effective on the first day of the first 
pay period which begins more than sixty days after the date on which 
regulations are promulgated under section 15(b) of this Act.. 
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UNIFORM APPLICATION OF EMPLOYMENT STANDARDS AND RATES OF 
' s COMPENSATION 


. Suc. 6. The employment standards established under section 4 of 
this Act and the rates of basic compensation established under section 
5 of this Act shall be applied uniformly, within and among all depart- 
ments, to the respective positions, employees (other than employees 
who are citizens of the United States and are assigned to work in the 
Canal Zone on temporary detail), and individuals under considera- 
tion for rE ac ppt to positions, irrespective of whether the employee 
or individual concerned is a citizen of the United States or a citizen 
of the Republic of Panama. 


ADDITIONAL ALLOWANCE AND DIFFERENTIAL 


Src. 7. (a) Each employee who is a citizen of the United States 
shall receive, in addition to basic compensation at the rate established 
under section 5 of this Act, such amounts as the head of the depart- 
ment concerned may determme to be payable, as follows: 

(1) an allowance for taxes which operate to reduce the dispos- 
able income of such United States citizen employee in comparison 
with the disposable incomes of those employees who are not citi- 
zens of the United States; and 

(2) an overseas (tropical) differential not in excess of an 
amount equal to 25 per centum of the aggregate amount of the 
rate of basic compensation established under section 5 of this Act 
and the amount of the allowance provided in accordance with 

aragraph (1) of this subsection. 

(b) The allowances and differentials provided for by subsection (a) 
of this section shall become effective initially on the first day of the 
first pay period which begins more than sixty days after the date on 
which regulations are promulgated under section 15(b) of this Act. 


SECURITY POSITIONS 


Sec. 8. Notwithstanding any other provision of this Act but subject 
to regulations promulgated under section 15(b) of this Act, the head 
of each department may designate any position under his jurisdiction 
as a position which for security reasons shall be filled by a citizen of 
the United States. 


BENEFITS BASED ON COMPENSATION 


Szc. 9. For the purposes of determining— 
(1) amounts of insurance under the Federal Employees’ Group 
Life Insurance Act of 1954, as amended (5 U.S.C. 2091-2103), 
(2) amounts of compensation for death or disability under the 
Federal Employees’ Compensation Act, as amended (5 U.S.C, 
751 et seq.), 
(3) amounts of overtime pay or other premium compensation 
(4) benefits under the Civil Service Retirement Act, as amended 
(5 U.S.C. 2251-2267), 
(5) annual leave benefits, and 


:. + (6) any other benefits which are related to: basic. compensation; 
the basic compensation of each employee. who is a citizen of the Unite 
States shall include— _ ' . oe, Peat 2 
(A) the rate of basic compensation for his position estab- 
- lished in the manner provided by section 5 of this Act, and 
(B) the amount of the allowance and the differential deter- 
mined in the manner provided by section 7 of this Act. 


CANAL ZONE MERIT SYSTEM 


Ssc. 10. (a) There shall be established, in conformity with this Act, 
and by regulations promulgated by, or under authority of, the Presi- 
dent, a Canal Zone Merit System of selection for appointment, reap- 
pointment, reinstatement, reemployment, and retention with respect 
to positions, employees, and individuals under consideration for 
appointment to positions. Pes cae 

(b) The Canal Zone Merit System, irrespective of whether the 
employees or individuals concerned are citizens of the United States 
or citizens of the Republic of Panama, shall— 

(1) be based solely on the merit of the employee or individual 
and upon his qualifications and fitness to hold the position con- 
cerned, and 

(2) apply uniformly within and among all departments to 
positions, employees, and individuals concerned. 

(c) The Canal Zone Merit System— 

(1) shall conform generally to policies, principles, and stand- 
ards established by or in accordance with the Civil Service Act 
of January 16, 1883, as amended and supplemented, and 

(2) aha include provision for appropriate interchange of 
citizens of the United States employed by the Government of the 
United States between such merit system and the competitive civil 
service of the Government of the United States. 

(d) The Canal Zone Merit System shall be placed in effect on such 
date as the President shall prescribe but not later than the one hundred 
and eightieth day follo ving the date of enactment of this Act. 


SALARY PROTECTION IN CONNECTION WITH CONVERSION OF COMPENSA-~ 
TION BASE 


Sgc. 11. Whenever the rate of basic compensation of an employee 
established prior to, on, or after the date of enactment of this Act in 
relation to rates of compensation for the same or similar work in the 
continental United States is converted on or after the effective date 
of the initial adjustments under authority of section 5 of this Act to a 
rate of basic compensation established in relation to rates in areas 
other than the continental United States in the manner provided by 
section 5(b) of this Act, such employee shall, pending transfer to a 
position for which the rate of basic compensation is established in 
relation to rates of compensation in the continental United States in 
the manner provided by such section 5 (b), continue to receive a rate 
of basic compensation not less than the rate of basic compensation to 
which he was entitled immediately prior to such conversion so long 
as se remains in the same position or in a position of equal or higher 
grade. 
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APPEALS 


Sec. 12. (a) There shall be established, in conformity with this 
Act and by regulations promulgated by, or under authority of, the 
President, a Canal Zone Board of Appeals. It shall be the duty of 
the Board to review and determine the appeals of employees in accord- 
ance with this section. 

_ (b) The regulations referred to in subsection (a) shall provide for, 

in accordance with this Act, the number of members of the Board, 

the appointment, compensation, and terms of office of such members, 

the selection of a Chairman of the Board, the appointment and com- 

seeps of employees of the Board, and such other matters as may 
e relevant and appropriate. 

(c) Any employce may request at any time that the depattment in 
which he is employed— 

(1) review the classification of his position or the grade or pay 
level for his position, or both, and 
(2) revise or adjust such classification, grade, and pay level, 
or any of them, as the case may be. 
Such request for review and revision or adjustment shall be submitted 
and adjudicated in accordance with the regularly established appeals 
procedure of such department. 

(d) Each employee shall have the right to appeal to the Board 
from an adverse determination made under subsection (c) of this 
section. Such appeal shall be made in writing within a reasonable 
time, as prescribed in regulations promulgated by, or under authority 
of, the President, after the date of the transmittal by the department 
to the employee of written notice of such adverse determination. 

(e) The Board, in its discretion, may authorize, in connection with 
an appeal under subsection (d) of this section, a personal appearance 
before the Board by such employee, or by his representative desiguated 
for such purpose. 

(f) After investigation and consideration of the evidence submitted, 
the Board shall— 

(1) prepare a written decision on each such appeal, 

(2) transmit its decision to the department concerned, and 

(3) transmit copies of such decision to the employee concerned 
or to his designated representative. 

(g) The decision of the Board on any question or other matter 
relating to any such appeal shall be final and conclusive. It shall be 
mandatory on the department concerned to take action in accordance 
with the decision of the Board. 


CIVIL SERVICE RETIREMENT COVERAGE 


Sxc. 13. (a) Effective on and after the first day of the first pay period 
which begins in the third calendar month following the calendar 
month in which this Act is enacted— 

(1) the Act of July 8, 1937 (50 Stat. 478; 68 Stat. 17; Public 
Numbered 191, Seventy-fifth Congress; Public Law 299, Eighty- 
third Congress), shall apply only with respect to those individuals 
within the classes of individuals subject to such Act of July 8, 
1937, whose employment shall have been terminated, prior to 
such first day of such first pay period, in the manner provided by 
the first section of such Act; and 
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(2) the Civil Service Retirement Act (5 U.S.C. 2251-2267) 
shall apply with respect to those individuals who are in the service 
of the Canal Zone Government or the Panama Canal Company 
and who, except for the operation of paragraph (1) of this sub- 
section, ould ba within the classes of individuals subject to such 
Act of July 8, 1937. nde Stas P 

(b) On or before the first day of the first pay period which begins 
in the third calendar month following the calendar month in which 
this Act is enacted, the Panama Canal Company shall py as an 
agency contribution, into the civil service retirement an ability 
fund created by the Act of May 22, 1920, for each individual— 

(1) who is employed, on such first day of such first pay period, 
by the Cone Zone Government or by the Panama Canal Com- 

any, an 

(3) who, by reason of the enactment of this section and the 
operation of the Civil Service Retirement Act (5 U.S.C. 2251— 
2267), is subject to such Act on and after such first day of such 
first. pay period, 

for service performed by such individual in the employment of— 
(A) the Panama Railroad Company during the period 
which began on June 29, 1948, and ended on June 30, 1951, or 
(B) the Panama Canal (former independent agency), the 
Canal Zone Government, or the Panama Canal Compan 
during the period which began on July 1, 1951, and whic 
ends cpa prior to such first day of such first pay 
period, 
an amount equal to the aggregate amount which such individual would 
have been required to contribute for retirement purposes if he had been 
subject to the Civil Service Retirement Aet during such periods of 
service. 

(c) Nothing contained in this section shall affect— 

(1) the rights of any individual existing immediately prior to 
such first day of such first pay period above specified, or 

(2) the continuing obligations of the Canal Zone Government 
and the Panama Canal Company under section 4(a) of the Civil 
Service Retirement Act (5 U.S.C. 2254(a)), to reimburse the 
civil service retirement and disability fund for Government con- 
tributions to such fund covering service performed, on or after 
such first day of such first pay period above specified, by the 
employees concerned. 


PARTICIPATION IN TRAINING PROGRAMS 


Sec. 14. Any training program established by a department shall 
be applied uniformly to each employee irrespective of whether such 
employee is a citizen of the United States or of the Republic of 
Panama. Each such employee who is a citizen of the Republic of 
Panama shall be afforded opportunity to participate in such training 
program on the same basis as that upon which opportunity to partici- 
pate in such training program is afforded to employees who are citizens 
of the United States. 
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ADMINISTRATION 


_ Suc. 15. (a) The President shall coordinate the policies and activi- 
ties of the respective departments under this Act. 

(b) The President is authorized to promulgate such regulations 
as may be necessary and tprrate to carry out the provisions and 
accomplish the purposes of this Act. 

_ (c) The President is authorized to delegate any authority vested 
in him by this Act and to provide for the redelegation of any such 
authority. 

CHANGES IN EXISTING LAW 


Sec. 16.(a) Paragraph (21) of section 202 of the Classification Act 
of 1949, as amended (5 U.S.C. 1082), is amended to read as follows: 
(21) (A) employees of any department who are stationed in 
the Canal Zone and (B) upon approval by the Civil Service 
Commission of the request of any department which has em- 
loyees stationed in both the Republic of Panama and the Canal 
me, employees of such department who are stationed in the 
Republic of Panama;”. 

(b) The following provisions of law are hereby repealed: 

(1) paragraph (32) of section 202 of the Classification Act of 
1949, as amended (5 U.S.C. 1182); 

(2) subsection (c) of the first section of the Act of October 25, 
1951 (65 Stat. 637); 

(3) section 804 of the Postal Field Service Compensation Act 
of 1955 (69 Stat. 130; 39 U.S.C. 1034); and 

(4) section 404 of the Act of May 27, 1958 (72 Stat. 146; 
Public Law 85-426). 

(c) Subsections (a) and (b) of this section shall become effective 
on the first day of the first pay period which begins more than sixty 
days after the date on which regulations are promulgated under sec- 
tion 15 (b) of this Act. 


APPLICABILITY OF CERTAIN EXISTING LAW 
Src. 17. Nothing contained in this Act shall affect the applicability 


of— 

(1) the Veterans’ Preference Act of 1944, as amended (5 U.S.C. 
851-869), 

(2) section 6 of the Act of August 24, 1912, as amended (5 
U.S.C. 652), and ; 

(3) section 23 of the Independent Offices Appropriation Act, 
1935 (48 Stat. 522), as amended (5 U.S.C. 673c), or section 205 
of the Federal Employees Pay Act of 1945, as amended (5 U.S.C. 
913), to those classes of employees within the scope of such 
sections 23 and 205 on the date of enactment of this Act. 


EFFECTIVE DATES 


Sxc. 18. Except as otherwise provided in sections 4, 5,7, 10, 13, and 
16 of this Act, this Act shall become effective on the date of its 
enactment. 

Approved July 25, 1958. 


UNITED STATES-PANAMA RELATIONS 


7. The Panama Canal Company and Canal Zo 


retirement system and wh 
see ee 
8. Teachers in the Lati i i 
recive Operant oe aera schools in the Canal Zone will 
; agencies in the Canal Zone have been di i 
{ L ( irected b - 
dent to review the list of jobs reserved for citizens of the Uritet hee 


with a view to placin Saag . 
poauone: Pp g more Panamanians in skilled and supervisory 
Oo 


APPENDIX F 


PRESS RELEASE ON 9-POINT PROGRAM FOR IMPROVE- 
MENT OF RELATIONS BETWEEN THE UNITED STATES 
AND PANAMA, APRIL 19, 1960 


Tur Wuite House, 
Augusta, Ga. 
The President today approved a nine-poimt program for improve- 
ment of relations between the United States and Panama in reference 
to operations in the Canal Zone. The program calls for substantial 
employee benefits including pay increases and improved housing for 7 
Panamanian employees, the expansion of the apprentice Pere to 
train more Panamanians in skilled trades and support of legislation 
to increase the pensions of disabled former employees. | 
The program also calls for the installation of a new water main to a 
serve he city of Panama, and a reduction in the rate charged for 
water sold to the Government of Panama for distribution within that 
country. The President has also directed that jobs in the Canal 
Zone be continuously reviewed with a view to employing the maximum 
number of Panamanians. 
P ira all of the items in the program will be made effective imme- 
iately. 
The complete program includes the following points: 
1. A 10 percent increase in the wage rate schedules of unskilled 
and semiskilled employees. 
2. The Panama Canal Company’s apprentice program will be 
expanded to afford an opportunity to 25 Panamanians each year to 
begin 3- and 4-year courses leading to qualification as skilled workmen 
in various trades. This is a marked expansion of opportunity for 
Panamanians to learn those skills that are useful both in the Canal 
Zone and in the Republic of Panama. This program, in implementa- 
tion of assurances given in the treaty, will provide to Panamanians 
upon graduation access to more positions, the pay rates of which are 
based on those in the United States. 
3. Substandard housing occupied by Panamanian employees in the 
Canal Zone will be replaced by modern construction. Construction 
of approximately 500 units of modern rental housing is planned. 
Construction of the first houses in the program will be commenced “ 
immediately. 
4. The Panama Canal Company will also pursue a course of action 
leading to the construction of 500 houses in Panama for sale to Pan- 
amanians employed in the Canal Zone but living in Panama. 
5. The Panama Canal Company will proceed with the construction 
of a new water main at a cost of $750,000 to supply the rapidly 
expanding suburbs of the city of Panama. 
6. The Panama Canal roreny. will also substantially reduce the 
rate at which water is sold to the Government of Panama for distribu- 
tion in the cities of Panama and Colon. 
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LETTER OF TRANSMITTAL 


Hovuss or RErresentaTiveEs, 
CommiTtg£E on Forrian AFFAIRS, 
Washington, D.C., April 11, 1963. 


Hon. Tuomas E. Morgan, 
Chairman, Committee on Foreign Affairs, 
House of Representatives, Washington, D.C. 

Dear Mr. Cuarnman: There is transmitted herewith a report of 
the special study mission to Latin America which was undertaken with 
your approval during the fall of 1962 by Hon. William S. Mailliard, 


on. Marguerite Stitt Church, Hon. Laurence Curtis, and myself. 

It is hoped that the information contained in this report will be 
useful to the members of the committee and to the Congress in its 
consideration of legislation affecting this area. 

ArmisteaD I. SeLpen, Jr., 
Chairman, Subcommitiee on Inter-American Affairs. 
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SPECIAL STUDY MISSION TO LATIN AMERICA: PERU, ECUA- 
DOR, COLOMBIA, PANAMA, AND COSTA RICA 


INTRODUCTION 


In his}press conference of February 8, 1963, President Kennedy 
told the Nation: ‘I regard Latin America as the most critical area 
in the world today.” 

Developments in the region during 1962 unquestionably provided 
support for the President’s appraisal. That year saw the Sovict 
Union defy the inter-American security system with the clandestine 
construction in Cuba of a major offensive base, capable of carrying 
nuclear warheads to such targets as Washington, the Panama Canal, 
Mexico City, and Lima, Peru. 

The Soviets later dismantled their medium- and intermediate-range 
ballistic missile bases and reportedly removed from Cuba the missiles, 
operational support equipment, [L-28 bombers, and some 5,000 mili- 
tary personnel. But Soviet withdrawal was only partial. About 
17,000 Communist troops and technicians remained in Cube. 

Soviet Premier Khrushchev’s admission that the Soviet Government 
controlled the Cuban missile sites punctured what remained of 
the myth of Fidel Castro as a national revolutionary hero, revealing 
the Cuban dictator to be a mere pawn in Communist cold war maneu- 
vers. The continued Soviet military presence on the Caribbean 
island, throttling Cuban freedom and independence, defies the inter- 
American security system, as established by the terms of the Monroe 
Doctrine and specific agreements between the hemisphere’s nations, 
which were designed to defend the American Republics from foreign 
intervention. 

While not so spectacular as the Soviet missile crisis in the Caribbean, 
Castro-Communist subversive activities have plagued the region. 
The study mission heard convincing statements in every country 
visited that Cuba under Castro was an important base for Commu- 
nist infiltration and subversion in Latin America. Therefore, it was 
gratifying to the members of the study mission when the House Sub- 
committee on Inter-American Affairs, in February and March 1963, 
conducted an investigation of ‘“(Castro-Communist Subversion in the 
Western Hemisphere,” which effectively placed on the record the 
extent of that subversion. 

Sometimes Communist agents resorted to outright terroristic tactics, 
as in the destruction of the oil installations and bombing of business 
enterprises in Venezuela. In other instances they seized upon the 
unrest of land-hungry peasants, frustrated students, or discontented 
laborers to foment turbulence. 

Between 1,000 and 1,500 Latin Americans went to Cuba during 
1962 to receive ideological indoctrination or guerrilla warfare train- 
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ing.'| Many of these trained agitators have joined their ades i 
Latin America in provoking acts of violence aimed at nds ining 


confidence in the governments and disrupting orderly development. 


Meanwhile, despite the intent of the Alli Progr 
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oups, among Latin American spokesmen, and in the U.S. Congress. 
ince the United States relies heavily upon the concept of the Alhance 
for Progress, to avert the spread of communism in Latin America, the 
barrage of charges and complaints from responsible sources could not 
be brushed aside. 

Consequently, the Subcommittee on Inter-American Affairs felt 
it imperative to secure firsthand observations of developments in 
Latin America. Therefore, a study mission composed of the 
Honorable Armistead I. Selden, Jr., chairman of the Subcommittee on 
Inter-American Affairs, the Honorable William S. Mailliard, the 
Honorable Marguerite Stitt Church, and the Honorable Laurence 
Curtis went to a number of selected South and Central American coun- 
tries during the congressional recess.? The study mission was accom- 
panied by two staff consultants, Dr. Albert C. F. Westphal and Miss 
Rosita Rieck Bennett. 

After visiting Peru, Ecuador, Colombia, Panama, and Costa Rica, 
the group arrived in Guatemala on December 4, 1962. Within 
hours after the arrival in Guatemala City, two members of the study 
mission and both staff consultants were involved in a serious auto- 
mobile accident. The extent of injuries compelled the study mission 
to cancel the remainder of the planned stay in Guatemala and the 
proposed Mexican portion of the trip and unfortunately delayed the 
publication of this report. 

In’ each country we were briefed by our diplomatic and military 
representatives, the staffs of our AID and U.S. Information Service 
missions, and our Peace Corps representatives. We also conferred 
with the Presidents of Ecuador, Colombia, Panama, and Costa Rica, 
the foreign ministers of these countries, and many other government 
officials. In addition to these consultations, we talked with American 
and local businessmen, labor and student leaders, representatives of 
international organizations, leaders of opposition parties, and private 
citizens. In Panama and Costa Rica we were received by the Cham- 
bers of Deputies and given the privilege of addressing them. 

Aware that the capital cities represent a single dimension of the 
Latin American picture, the study mission spent as much time as 
possible outside the metropolitan areas. The map printed herein 
indicates our efforts to obtain as wide a view of each country as 
possible within the limitations of transportation and time. 

The study mission wishes to record its deep appreciation of the 
many courtesies extended to it by the officials and private citizens 
in our host countries. Their helpfulness contributed substantially to 
our understanding of their part of the world. 

We wish also to express our gratitude to the U.S. Embassy staffs 
in each of the countries for their fine cooperation in arranging meet- 
ings and briefings—even at night, on weekends, and on Thanksgiving 
Day. We are indebted to those staff members who accompanied us 
i the remote regions of the Andes where the altitude exceeded 12,500 

eet. 


8 The commilttee 2 years earlier had visited a number of other selected Latin American countries—Vene- 
snela, Brazil, Argentina, Chile, Bolivia, and Panama. 


GENERAL OBSERVATIONS 


In its last on-the-spot appraisal of Latin American developments, 
the Subcommittee on Inter-American Affairs noted the danger in 
assessing the situation in Latin America as if the region were a mono- 
lith.! The admonition bears repeating. 

Each of the 20 Latin American Republics has a unique personality. 
They differ vastly in size, from Brazil with a territory larger than the 
continental United States, to El Salvador which is only about one- 
third the size of Virginia. Populations run from Panama’s mere 1.1 
million to Brazil’s 75 million. Similarly, the countries exhibit a 
wide variety of ethnic origins: for example, Haiti is almost completely 
Negro; Argentina is overwhelmingly white, while more than 90 percent 
of the Bolivian people are Indian. Of the countries we visited, the 
problems of Peru and Ecuador are compounded by the existence of 
masses of unassimilated Indians who do not speak Spanish, live by 
ancient traditions, and are often unaware that they are part of a 
nation-state. 

The Latin American countries also vary considerably as to economic 
resources, foreign and domestic issues, and the personalities of the 
men in positions of leadership. 

The existence of the newly created Alliance for Progress, a regional 
program to which all the American Republics Qwith the exception 
of Cuba) are committed, increases the tendency to draw broad con- 
clusions about the entire region from developments in one or another 
of the countries. 

The study mission regards as hazardous generalizations about such 
diverse nations. We have preferred to present individual surveys of 
the countries visited, discussing the particular circumstances which 
prevail in each. 

Despite the risk in generalizing, however, we venture to record a 
number of broad observations, with the caveat that none are ap- 
plicable with equal force to all the nations visited. As will be seen 
in the individual country surveys (sce p. 13), the following observa- 
tions must be carefully qualified. 


1. Latin America is a primary target in the Communist drive for 
world domination, with Cuba as a forward base for subversion of the 
hemisphere. 

Long before Castro, Communist-trained or Marxist-inspired Latin 
Americans plied the Communist line as journalists, teachers, labor 
organizers, or agitators. Since the advent of Fidel Castro in 1959, 
Cuba has become a menacing base for the spread of communism in 
Latin America and a veritable cancer in our hemisphere. Commu- 
nist, leftist, and radical groups in Latin America now derive their 
principal encouragement, leadership, financial aid, propaganda. and 
inspiration from Castro’s Cuba. 


1H. Rept. 70, 86th Cong., 2d sess., p. 2. 
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Recently the Communists have intensified their activiti i 
: } ctivities, 
wide array of tactics. For example, bloc trade missions atari teint: 
ing _comunesviel deals swarm over the area. Shortwave broadcasts 
di tin America from the Soviet Union, Communist China, the 
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vrai a and Brazil 2% well as in remote corners of the continent. 
ba, backed by the Soviet Union and Red China, has proved a 
useful weapon in the international Communist arsenal. Cuba’s 
hgh adie transmitters constantly denounce the United States 
pei or Progress, and democratic leaders in the hemisphere. 
y ort revolutionary groups to revolt. Communist agents 
supply tons of Propaganda material to friendship societies and com- 
nite for the defense of the Cuban revolution out the hemi- 
sphere. Training of Latin Americans on Cuban soil: in Communist 
ideology, sabotage, terrorism, and guerrilla warfare continues. 


2. The attack on communism in th 
immedi and long-range e hemisphere must be both 
early, the American Republics must take steps to def ~ 
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ommunist subversion and receptive to Communist promises. 
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(a) The Communist danger to the hemisphere, which has empha- 
sized the interdependence of the United States and Latin American 
countries; 

(b) The Alliance for Progress, by which the United States has 
demonstrated an appreciation of Latin America’s grave problems and 
a willingness to cooperate in finding solutions; 

(c) The frequent and frank statements by U.S. officials regarding 
the importance of democratic institutions in Latin America; 

(d) The Peace Corps, whose volunteers have deeply impressed the 
Latin Americans by living among the lower income groups in an effort 
to alleviate to some extent their present plight; 

(e) The fact that Latin America now figures prominently in con- 
siderations at the highest level of the U.S, Government, in contrast 
to the past when Latin Americans considered their region “‘neglected”’; 

(f) The Soviet Union’s military intervention in Cuba, which proved 
to many Latin Americans that U'S. preoccupation with Cuba was 
justified and did not stem solely from a desire to protect U.S. property. 


6. The Peace Corps has justified the faith of its supporters. 

Of the five countries visited, 197 Peace Corps volunteers were on 
duty in Peru; 159 in Ecuador, 164 in Colombia. Additional volun- 
teers have arrived in Latin America since our visit. 

We were deeply impressed by the warmth with which the volunteers 
are regarded by the Latin American people with whom they live and 
work. We were also impressed by the manner in which the volunteers 
have adjusted to rugged and often primitive living conditions. The 
American people can be justly proud of these men and women who 
are carrying on our best traditions of humanity with an indomitable 


frontier spirit. 


7, The study mission applauds the Food-for-Peace school lunch 
program in Latin America. 

In the countries that we visited, the Food-for-Peace program is 
currently providing nourishing lunches to 454,000 children in Peru, 
1.2 million in Colombia, 504,000 in Ecuador, and 159,000 in Panama. 
For some of these children, their school lunch was the only daily meal 
on which they could count. 

Our study of the Food-for-Peace school lunch programs leads the 
study mission to make the following observations: 

(a) The school lunch program has had valuable side effects. At- 
tendance has jumped—in some places more than doubling. Teachers 
note, too, that many of the children are now more alert. 

(6) To feed hungry children with our surplus food is commendable 
However, we are concerned by the presence of Marxist-inclined teachers 
in the schools and colleges. It makes little sense for the United States 
to be the instrument for increasing school attendance if the pupils are 
going to be fed Communist doctrine along with their lunches. We 
suggest that the United States should urge the recipient governments 
to seek the removal of Communist teachers from their schools. 

(c) Existing private agencies are being used for the distribution of 
food supplies. While we recognize that this is necessary, we are 
concerned lest the credit for these programs be attributed solely to 
the distributing agencies. 

H. Rept. 228, 88-18 
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ties; can create skills which soldiers can put to use when they return 
to civilian status; can improve the Peruley image of local molitery 
forces and thus enhance the probability of public cooperation wit. 
them in the event of guerrilla violence; and can inculcate in the 
military forces a sense 0 responsibility for the general welfare of their 
people which may diminish the military’s preoccupation with dubious 
external threats and lead to more realistic military budgets. 


10. There is a reported lack of coordination among various U.S. 
and international lending institutions. 

(a) Several responsible U.S. officials informed the study mission 
that at times they had been unaware of the presence in their country 
of an official of one of the leading ee 

(5) It was also asserted that o cials of foreign countries had found 
it advantageous to “shop around’? among various lending agencies 
which almost seemed to be competing for their business. 


11. A number of U.S. businessmen complained to the study 
mission that they were handicapped in competing with European 
businessmen in Latin America, attributing their difficulties to the fact 
that foreign governments offer their nationals better insurance and 
credit facilities. 

The study mission believes this subject should be explored by the 
Committee on Foreign Affairs. 


12. The decline of coffee prices on the world market has adversely 
affected many of the Latin American countries. 

Coffee accounts for over 23 percent of the total export earnings of 
the 15 coffee-producing countries in the Latin American area. 

Of the countries the study mission visited, Colombia depends on 
coffee for 70.9 percent of its foreign exchange, Costa Rica for 54 per- 
cent, and Ecuador for 14.7 percent. Other Latin American countries 
heavily dependent upon their coffee earnings are: El Salvador, 59 
percent; Guatemala, 58.1 percent, Brazil, 50.6 percent; Haiti, 41.4 
percent; and Nicaragua, 25.9 percent. 

It has been observed that a 1-cent drop in the price of coffee results 
in the loss of $50 million a year in coffee dollar earnings for the Latin 
American Republics. In this regard, it is estimated that the steadily 
downward slide of world coffee prices between 1957 and 1962 cost 
Colombia $750 million in earnings and Brazil $1.25 billion. Losses 


of this nature have offset to some extent aid provided these countries 
by the United States. 

The decline in coffee prices creates serious fiscal problems for those 
countries largely dependent on coffee exports, arrests their social and 
economic development and, in some, has imperiled political stability. 

At a United Nations conference in September 1962, 54 coffee- 
producing and coffee-consuming countries arrived at a 5-year Inter- 
national Coffee Agreement to try to stabilize the price and production 
of coffee. The agreement is presently before the U.S. Senate for 


ratification. 

13. The Alliance for Progress is the major instrument of U.S. 
policy in Latin America. 

The study mission visited Latin America 15 months after the 
Charter of Punta del Este set up the | oa framework in which the 
Alliance was to function. A year an several months is a short time 
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in which to judge the achievements or failures of so novel and complex 
&@ program. evertheless, it is possible to discern certain favorable 
trends and certain weaknesses. ~ 

Much criticism has been aimed at the Alliance for Progress in its 
short history. The Communists blast it as another “imperialistic 
plot” to tie Latin America to even closer dependency on the United 
States. Vested interests see it as a threat to the status quo. Rabid 
Latin American nationalists violently resent any strings attached to 
foreign assistance. 

Other complaints, even from among hearty boosters of the concept 
of the Alliance, deserve careful examination. Some of the charges 
are not consistent with others. For example, some critics fear that 
the Alliance is going too far, too fast; others chafe because they claim 
it is doing too little, too slowly. Some urge projects aimed at develop- 
ing basic industries; others argue for giving priority to short-term 
social projects, such as housing and schools. 

In its own study of the operation of the Alliance for Progress, the 
study mission found the following: 

(a) The ye enderds of a age majority of the Latin American 
people are appallingly low. To alleviate these conditions, the Latin 
American governments must provide simultaneously decent housing, 
schools, sanitation, roads, and the opportunity for millions of un- 
employed and underemployed people to work productively. 

6) Dissatisfaction with present fine conditions in Latin America is 
indeed demanding and incessant. Such human misery is undoubtedly 
a contributing factor to the spread of communism. 

(c) With their limited resources, most of the Latin American na- 
tions cannot raise to an adequate degree their own standards of livin 
and meet the immediate needs of their people. Even if the wil 
exists, the capacity does not. 

Many Latin Americans in positions of leadership are reluctant 
to undertake the reforms which are a precondition to economic 
modernization and political stability. 


(e) Unless the Latin Americans themselves are willing to undertake 
Sundamental reforms, outside financial assistance is futile. 


The Charter of Punta del Este recognizes that infusions of capital 
alone cannot build strong and just societies. Yet in some countries 
the leadership appears to regard the Alliance for Progress as merely 
another, but larger, program of loans and grants with no obligation 
on its part to execute fundamental reforms. 

The prevailing rural landowning pattern (in all Latin America, an 
estimated 1.5 percent of the proprietors own 50 percent of the land) 
is not conducive to rational cultivation and industrialization. The 
bulk of the population, scraping out a living on tiny, exhausted plots, 
does not earn enough cash to enter the consumers’ market nor does 
it produce enough surplus to feed the fast-growing urban populations 
that sustain industrialization. Moreover, many large-scale land- 
owners, with plenty of cheap labor on hand, make no effort to introduce 
the modern agricultural techniques that could elevate production 
and reduce costs. a 

ax systems are generally chaotic and highly regressive: the wage 
earner is hit hard while the large ah pera touched. Tax 
collections are characterized by poor administration and evasion. 
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i thy with the argument that progressive taxation 

Mets Me eeals aaitieracveloped economies because capital sore 

don is essential to permit investinent in Da igulaeNe ogae ae ea 
Latin America too many wealthy people siphon off t poeaeerneerte 
capital into mnproductiye i peut we is usually ; 
ion. or safe havens abroad. | —_ 

Me alneeaont one-half of the aH ey is ae Be 2 

rticularly distressing when it is reca led that one o ; e act ne 

pedis to carrying out development schemes is the scarcity 


Be as toa does not appear to realize that improved eco- 


ublic in general e Sa 
sou naa social conditions depend in large measure upon the loc 


reforms to which their governments are committed. 


nn an eee EN AEN ity Ped ries 


ye 


STUDIES OF INDIVIDUAL COUNTRIES 
PERU 


Peru is a country rent by e-perepnic, ethnic, and political divisions. 
The third largest country in South America—somewhat larger than 
Texas, California, and Michigan combined—Peru’s territory encom- 
passes three areas of incredible contrast. 

To the west is a coastal plain, a rainless desert strip from 20 to 80 
miles in width, running along the Pacific coast for 1,400 miles. Some 
40 fertile oases—irrigated by rich, silt-bearing rivers coursing to the 
sea from the Andes—produce abundant crops of sugarcane, cotton, 
rice, and vegetables. Although the coast comprises only about 12 
percent of the national territory and less than half of this is culti- 
vated, the region is the most productive agricultural area in Peru. 
It was here that the Spaniards built their beautiful capital, Lima. 
Today commerce, industry, and commercial agriculture center along 
the coast, in vivid contrast to conditions in the interior. 

Rising abruptly from the coastal plain runs the second major re- 
gion, the Sierra, or Andean mountain region, which consists of a series 
of intermontane valleys surrounded by majestic mountain peaks. 
Despite formidable climatic and physical barriers to human habita- 
tion, the Sierra is Peru’s most populous region, containing 60 percent 
of the total population. | 

The third major geographical area, the montafia, covers about 60 
percent of the country. This vast tract includes the heavily forested 
eastern slopes of the Andes and the tropical jungle lowlands of the 
Amazon basin. The montavia is sparsely populated and only partially 
explored. 

Peru’s population is as sharply divided as the country’s terrain. 
Peru’s 10.8 million people are split into two approximately even 
halves, one Hispanicized and one Indian. The gulf which separates 
the two is compounded of linguistic differences, varying attitudes, 
mores and values, and liberal doses of mutual suspicion and distrust. 
The problem is not essentially racial. The Peruvian Indian who 
leaves his village, learns to speak Spanish, dons Western dress and 
adopts Western concepts, is classified as a mestizo and accepted into 
the mainstream of Peruvian life. It is estimated that the population 
breaks down to about 37 percent mestizo, 13 percent white, and 50 
percent Indian. 

The deep division in Peru’s people is firmly rooted in over four 
} centuries of tradition. The first Spaniards to arrive in the area in 
: 1532 found a flourishing, highly organized society. Long before their 
: arrival, the Incas, a small Indian tribe originating in southern Peru, 

had succeeded in establishing a centralized empire of some 8 million 
subjects, stretching from Ecuador in the north to Chile in the south. 
A fantastic system of roads, bridges, and messenger service enabled 
the Inca rulers in Cuzco, an Andean city of over 200,000, to maintain 
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communications and co i 
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Fee co anon of circumstances facilita 

Nevcbanaprven moe advanced civilization in the New World. W. 
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Statistics on landownership in the Sierra are admittedly deficient. 
One observer estimates that 3.76 percent of the properties contain 
70.21 percent of all the cultivated land and pasture, while 62.95 percent 
of the properties encompass less than 0.72 percent of the cultivated 
land and pasture? The figures may err ® few percentage points, but 
the pattern of tenure in t e Sierra is apparent to any visitor to the 
region: on the one hand, latifundia, or large estates, with much of the 
land lying idle; on the other, tiny plots, or minifundia. 

Pressure on the land in the Sierra is relentless. Despite the Indians’ 
earlier proclivity for f atalistic submission, in recent years land-hungry 
peasants have ‘nvaded idle Government and private lands. More- 
over, despite the Indians’ renowned attachment to the place of their 
birth, they are streaming from the Sierra to the coast in search of 
a livelihood. 

Peru’s rural problem is thus compounded by an urban problem, as 
accelerated migrations from the Sierra swell the slums which ring 
Lima, Arequipa, Trujillo, and Chimbote. We visited a number of 
these barriadas, or se where people are living without lights, 
water, sanitation, schools, or gainful employment. 

Even if the coast had the economic potential to absorb the new 
arrivals, which is doubtful for the immediate future, the Indians— 
ignorant, illiterate, undernourished, diseased—are presently ill 
equipped to participate in the development of a modern Peru. Fur- 
thermore, their tradition of submission to authority saps their self- 
respect and self-reliance and has ill prepared them for a competitive 
life based on individual initiative. 

Politically, Peru is fragmented into blocs which cannot or will not 
work together. Political developments reflect Peru’s heritage. 

Under Spain’s hierarchal rule, appointments were meted out as 
rewards. Power became concentrated in the hands of a few in the 
colonial capital of Lima. The vast majority of the populace, the 
Indian peasantry and laborers, were never encouraged to participate 
in self-government. 

During the republican era, Peru has been unable to establish a 
tradition of elected leadership. Peru’s history is largely a recital of 
seizure of power and strong man rule. To attain and hold power, a 
presidential aspirant needed the support of the military, the church, 
and the economically powerful rather than popular approval. 

With one notable exception, broadly based political parties founded 
on principles have never existed. Rather, parties are created ad hoc 
to support a particular candidate, and then melt away. The excep- 
tion is APRA (Alianza Popular Revolucionaria Americana), founded 
in 1924 by Victor Raul Haya de la Torre. APRA’s platform has 
urged land reform, industrialization, labor legislation, restrictions on 
foreign and domestic capital, and education and other benefits for the 
impoverished Indians in order to better their living conditions and 
incorporate them into the national life. 

For three decades APRA found its apparent victories at the polls 
annulled by military seizures, the party outlawed and its leaders 
exiled. Bloody clashes between ‘APRA adherents and military forces 
engendered enduring animosities between the two. Despite these 
setbacks, APRA maintained a strong organization within Peru. Its 

? Richard W. Patch, “A Note on Bolivia and Peru,” American Universities Field Staff Reports Service, 
vol, LX, No. 4, p. 15. 
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members controlled the princi : P : 
“on much to the pple Oe unions ang university federa- owned Cerro de Pasco mining company. A Cuban has also been 
- n 1956 APRA supported the successful presidenti _ directing armed invasions of large estates in the Sierra by land-hungry 
r. Manuel Prado in exchange for his presidential candidacy of Indians. Some guerrilla forces in Peru have been found to be equipped 
Cooperation with Prado’s largely pease. rasany to legalize the party. with Czech weapons which may have come from Cuba. 
radicalizing influence of Castro’s Cuba pil Searhces plus the Dissatisfaction and unrest in Peru are tailored for Communist 
APRA’ssupport. In this respect, elections of ah ed away some of subversion. Even without Communist stimulation, however, the 
student federations—a barometer of the nati al cers of the university possibility of violent upheaval will haunt the Peruvian scene until 
After the advent of Castro, Communist ional scene—are revealing. measures are taken to meet the insistent demands of the impoverished 
student federations which had Beek. [ey res began to capture masses for economic and social justice. 
In 1962 student federations in all the _ strongholds for decades. In recent years Peru has made considerable economic progress. 
national student federation, elected Came. as well as the The Government, through a commendable fiscal policy, has main- 
ently, there is no nucleus of men ae slates. tained a stable currency, strengthened dollar reserves, virtually halted 
popular support to enable them to act with sufficient power and inflation, and attracted foreign investments. As a result, mining, 
1962 presidential election revealed Posie onstructively. The June industry, and commerce have expanded substantially. 
In a largely three-way race between APRAS Paes fragmentation. Peru, for all its real advances, is nevertheless still largely an agri- 
dictator Gen. Manuel Odria, and ar hit aya de la Torre, former cultural country; farming provides work for nearly 60 percent of 
Belaunde Terry, none of the candidates : er polacan Fernando Peru’s active population. Yet due to an antiquated and inefficient 
vote (Haya, 557,000; Belaunde, 544,000 Odni the required one-third acricultural system in the Sierra and the lack of governmental support 
Constitutionally the decision was left t wee 481,000). of agricultaral programs Peru is so far incapable of meeting the re- 
of an apparent agreement between O din. os On the eve quirements of a rapidly mounting population, mushrooming urbani- 
ra itary who traditionally fear and hat a cecy thee la Torre, the zation and industry. Lagging food production will force Peru to 
elections be annulled on the grounds of f RA—insisted that the divert increasing amounts of its precious foreign exchange earnings 
tribunal refused to annul the elections. 0 ae When the electoral from capital imports to the purchase of food supplies. 
staged a coup d’etat. ,» on July 18, 1962, the military Many Peruvians in whose hands both economic and political power 
nsiderin are concentrated appear to be genuinely concerned for the general 
welfare. Unfortunately, there are also some leaders who apparently 
believe that so long as favorable conditions are maintained for business 
I Th i and industry, the underlying economic and social problems will solve 
mic and military assistance t : United States also themselves. However, the vigorous growth of industries in Lima and 
oided excesses, respected os vail. Peru. The military of export crops on the large commercial farms along the coast have 
Id and to respect Hecesal a tights, and repeatedly 5 not affected the lives of the bulk of the Peruvian people. 
The United States resumed rel sults of free elections in June 2 Competent observers of the Peruvian scene are not sanguine about 
relations with Peru on August 17, a the situation. Writes one: 


The study missi 
ea Y ssion found that the : s Both the caste structure of the society and the latifundia system of the Sierra 
een the junta may try to ea pies still fear that elements & are destined to disappear. In fact, they are already doomed. The question is 
irectly, beyond 1963 throu eir control, directly or in- a whether they will disappear in a fairly gradual and orderly manner, as has hap- 
ed election process @ aps in kd of the coast, or Nea. eee will take place suddenly and 
. : y more drastic means, as in exico and Bolivia.* 

It is likely that, if given opportunities to develop a more progressive and opti- 
mistic outlook on the world, the Indians will adjust fairly rapidly to modern condi- 
unist Part; 5 tions and will assume a productive and responsible place in Peruvian national life. 
inely. Th ys a * * * Jé is no less true, however, that unless the Indian populations are 1n- 
ae € creasingly provided with opportunities and assistance in changing their way of 
: life and improving their lot markedly, present conditions of unrest and dissatis- 
We we. faction can lead to more and bloodier revolutions, or, at the least, to extreme and 

re perturb : continuing conflicts in the process of their adjustment to modern life.’ 


offici 
cials that known Another warns: 


So far no party nor candidate has arisen willing to take responsibility for the 
A : steps which would bring an end to Peru as itis now known. But it is only a 
V1 b matter of time before someone appears—visionary Or demagogue, it will not make 
t a great deal of difference—who will organize the power of 5 million Indians for 
his own ends. Then, not all the rifles of the civil guard, the tanks of the army, 
the destroyers of the navy, or the jets of the air force will be able to resist a 

reform which will be more akin to revolution.® 


aeeT aa eae 
The Jan —— 
pl otting a ey. i 1963 publicized “crackdown” on Comm ‘Allan R. Holmberg, article entitled, “Changed Community Attitudes and Values in Peru: A Case Study 


rs. Atthe arse thine eee ea to an eventual Facies picheey which the junta accused of in Guiied Change,” published in “Social Change in Latin America Today,” Couneil on Foreign Relations, 


an effective technique for unif has somewhat Harper & Bros., 1960, p. 74. 
ying different eleme: ‘4 these 8 Toi 1 B, 78. 
nts of the military. t Richard Patch, op. cit., p. 33. 
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Despite such realistic appraisals of the danger i i i 
e@ suc nvolv 
present situation, there are encouraging faeore For eis wee 
Indians have been offered an opportunity to assume responsibilit 
Has proving their own welfare, and the tools and training to make 
on : ae s possible, they have responded with perseverance, pride, 
ornell University’s experiment at Vicos is an ex 
i ample. 
hacienda of Vicos had been operated in the traditional er ae 
aoibed earlier. Some 2,000 Rrechue speaks, Indians lived there in 
abject poverty. When Cornell took over the lease in January 1952 
not a building was fit for occupancy, the soil was badly eroded there 
were no facilities for sanitation or for crop storage, only about 15 or 20 
pupils out of a possible 350 attended the little Government school, and 
: : dispirited people lacked any desire to cooperate with one another 
ag - than a decade of tutelage, potato yields jumped by 400 ercent, 
ith profits from the sale of potatoes on the Lima market, the com- 
stern He See oo se illeas gr tha? of the 2 million soles 
: y been paid. e results of new-f : 
fopeee and self-reliance are visible in the way that Viekinee “cue. 
ple ely on their own, are developing better water supplies and improv- 
lente er S es their produce to market. They have even, by 
280 children uilt a pleasant new school, which is now attended by 
icos, of course, is a special case in which 
, concentrat 
le to bear. Nevertheless, we can attest to the nies 
ie Se eerie ies ae a the onaee party resources are proffered 
, Tag: ildren who flocked to greet us f ir 
l-room adobe schoolhouse in one of Arequipa’ ge bis baad 
eagerly exclaimed that they were iexeniae dos SP are rina od 
to read and dly dis- 
played their 3 or 4 smudged paperb Eo egret 
children. We visited a sewin : f fo nie alee Appa 
yondeeae de class for women in which 24 crowd 
obe hut to receive instructi 
of our Peace Corps volunteers. Vol ee 
U . Volunteers, at work i ipa’ 
ale ae s Agree a note appear to be fondly wetted 
m they live an i i 
to ne peoples receptivity to help and acer De eee 
Bs ou oe pied be. made, also, of the remarkable growth of credit 
eae Saeeeen ae Dae pee the idea in 1955 in Puno 
j : ey were at first 
only: mace eon this humble beginning, Puno’s herr heen 
jae = the purchase of school buses, helped members to build 
ae en oes fmanced the first X-ray machine in the communit; 
eae Pas years the idea has pred so rapidly that now more thas 
Lise eaens aye amassed personal savings totaling about 
ne ccomplished without Government sbsidy or direction 
- asoomplchiiany ecient to Peruvians a much-needed sense 
tothe Government eee own efforts without always looking 
ee that Peru can wait for adjustments to occur spontaneous 
theese us Reauebr from the ages of 6 to 16 are not in school: 
eee cho ooks in Peru, including Lima and other cities, is 
alone calls iy creme 30 ous a formation 
allowing for migration and aiteinpts al ae ea 
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Above all, the industrial revolution has come to Peru, creating 
demands for skilled labor and sound internal markets. Therefore, 
the country cannot afford one-half of its population producing nothing 
for the economy and purchasing practically nothing from it. 

The Alliance for Progress generally enjoys popular support among 
the thinking public, but there is evidence of siautioint understanding 
at the leadership level of the needs for self-help measures. Peruvian 
leaders pay lipservice to reforms, but the oligarchy of entrenched 
interests—interlocking through Government and business—seems 
reluctant to make a 7 -onital attack on the underlying economic and 
secial problems. 

Nineteen percent of the total budget goes to the armed forces as 
compared to only 2.7 percent for agricultural purposes. ‘There are 
no tax collections on land. A conservative agrarian bill, introduced 
in Congress in March 1961, stalled there. To avoid the pressing 

roblems of minifundia and latifundia in the Sierra, the Government 

as sought to relieve pressure through an expensive scheme to colonize 
the tropical lowlands. The housing program has been paralyzed by 
the existence of two housing authorities, dominated by rival political 
figures, each of whom does not want the other to reap any credit. 

‘Admittedly, remaking a socio-economic structure rooted in centuries 
of tradition is a difficult and delicate task. Nevertheless, we believe 
that it is pointless for the United States to participate in a program 
which does not enable large numbers of the Peruvian people to share 
in the benefits. Great care should be taken to channel Alliance for 
Progress resources insofar as possible to autonomous and private 
agencies where there is substantial assurance that they will advance 
the goals of the Alliance for Progress. In this respect, the study 
mission was favorably impressed by the leadership exerted by the 
AID mission and Peace Corps to help create and implement an effec- 
tive program to attain such goals of the Alliance for Progress, with 
stress on self-help and the best utilization of Peru’s own resources. 


ECUADOR 


On the slopes of Mount Cotopaxi in Ecuador stands a satellite 
tracking station operated by the U.S. National Aeronautics and Space 
Administration. The buildings house delicate equipment for follow- 
ing space experiments and collecting data from space vehicles as they 
pass within range of the station’s instruments. The U.S. technicians 
running the station have several llamas on the grounds to keep the 
grass cropped. 

The sight of those grazing llamas, impervious to the modern de- 
velopments occurring beside them, typifies Ecuador on the world 
scene. Although the modern world intrudes here and there, and there 
are individuals who are assuming responsibility for social and educa- 
tional progress, the majority of the population lives much as it did 
centuries ago. 

_ Ecuador, the smallest Republic in South America with the excep- 
tion of Uruguay, is roughly the size of Colorado. While population 
statistics are at best estimates, the nation is believed to contain some 
4.6 million people, of which about 50 percent are Indian, 30 percent 
mestizo or mixed, 10 percent white, and 10 percent Negro. 

Whatever the actual proportion of the different elements in the 
population, Ecuador definitely falls in the category of Indo-American 
countries. As such, Ecuador suffers all the problems inherent in the 
existence of large masses of Indians who speak their native tongues 
cling to their ancient traditions and primitive beliefs, and view out- 
ah we deep cena pie of eeu of ruthless exploitation. 

ese Indians are regarde many of thei iti i 
more Peery pees Vv y heir fellow citizens as little 

e country is sharply divided geographically. The 
coast, a rich tropical plain stestching fron this Pacific Pe ae 
Andes, covers a little over a quarter of the country’s surface. About 
one-third of Ecuador’s people live in this area. 

The Sierra or highlands, which runs more or less parallel to the 
coast, is a plateau 8,000 to 10,000 feet high with more than a dozen 
peaks over 16,000 feet. This region covers about one-fourth of the 
country’s territory. Perhaps 60 percent of the total population are 
Crenesied on the relatively small amount of habitable land in the 

To the east of the Andes lies the Oriente, an area of dense tropical 
forests and flat jungle lands that covers roughly half the Republic's 

rere Pann beeen sone ys the Galapagos Islands, 600 
r’s coast. Both the Ori 
Islands are sparsely populated. sees (Ona ne Janes 

For the time being and for the near future, the Oriente and the 
Cee qelpade may be considered of little import. It is in the 
: ct - the Sierra where Ecuador’s immediate problems and pros- 

_Geographic and historical forces have combined to creat ked 
differences between the two major regions in ie develope 
as well as in social and political atGhaies a 
20 
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It was in the Sierra that the conquering Spaniards in 1532 found 
the mass of the Indian population. There loyal servants of the Crown 
yor rewarded with huge tracts of land and docile Indians to work 

em. 

on tae the arduous journey over imposing mountains, the high- 
lands became the center of Spanish colonial life. As early as 1563 
the Spaniards made Quito, in the heart of the Sierra, the seat of a 
Royal Audiencia with jurisdiction over an area more or less correspond- 
ing to Pee Ecuador. 

n the Sierra there developed a system of farm labor known as 
huasipungo which has survived to the present. Under the system, the 
Indian is given a small plot of land to cultivate in return for his labor 
on a large estate. In effect, the Indians are reduced to serfdom. 
The Labor Code of 1938 specifies that the maximum number of work- 
days on the estate be fixed at four, and the Indian is supposed to get a 
cash wage equal to half the full wage of laborers who do not have 
huasipungos. 

According to one student of Ecuadoran affairs, ‘‘Nowhere in Ecua- 
doran legislation is there a greater contrast between theory and 
practice.” ! In fact, the peasants frequently work 5 or 6 days a week 
for the estate, and many stay constantly in debt to their landlords 
who advance them food and drink, often at inflated prices. Thus, 
although the Indian is theoretically a free agent, he cannot leave the 
estate as long as he is in debt to the landlord. 

The Sierra with its vast estates worked in semifeudal fashion, its 
highly stratified society, its strong Roman Catholic influence, and its 
isolation from the liberal dogmas astir in North America and Europe 
during the 18th and 19th centuries, became the center of conservative 
tradition in Ecuador. 

The Costa developed along quite different lines. The coast held 
little attraction for the Spanish conquerors. Termites, which de- 
youred the European’s wooden structures, made his life wretched, 
while malaria, yellow fever, and other tropical diseases made living 

recarious. Furthermore, the coastal Indians, few in number to 
Fegan with, savagely resisted serfdom. 

The self-contained feudal system of the highlands never became 
implanted on the coast. With a scarcity of labor, and plenty of land, 
Tadians and mestizos could choose to work their own plots or for wages. 
Class lines did not become rigidly stratified. Moreover, the inhabit- 
ants of the coastal area, engaged in the ee and export of 
tropical products, looked outward toward world markets. With 
their constant contact with the outside world and their own more 
mobile society, they were receptive to liberal economic and political 
doctrines from abroad. 

The coast became the dynamic part of the nation’s economy. 
Virtually all of Ecuador's exports are grown there and exported from 
Guayaquil and nearby ports. Guayaquil itself, with the development 
of malaria and yellow fever control and the introduction of concrete 
for building, has burgeoned into the largest city in the country. 
With 430,000 residents compared with Quito’s 350,000, Guayaquil is 
the nation’s principal trading center, with most of Ecuador’s commer- 
a firms, banks, and export and import houses maintaining offices 
there. 


! Lilo Linke, Ecuador, “Country of Contrasts.” 34 ed., Oxford University Press, London, 1960, p. 61. 
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Inevitably, the divergent interests of the coast and the highl 
came into conflict. Independence from Spain in 1822, frst ae aa 
of Gran Colombia with Venezuela and Colombia, and finally as a 
separate Republic in 1830 brought no change in the social structure 
of the country. It did usher in an era of turbulence in which those of 
arte enue ee on the Costa, and those of conservative 
radition, largely in the Sierra, sought to impose their vi 
oe country as a whole. nis scephabie shar 

istorians have virtually lost count of the resulting revoluti 
volutions. 
One count shows that Eruador had a rapid succession of 40 presidents 
dictators, and juntas during the first 95 years of its independence. 
In the following 1925 to 1948 period no president was able to complete 
oe eee “ee was a Paes of 22 presidents or chiefs of 

e. 1¢€ last three presidents who preceded th i 
pemaine? in office for full 4-year tats ee ore 

‘he chronic instability which has marked Ecuador’s histo 
produced a situation reminiscent of “Alice in Wonderland.” Tented 
political battles rage, but seldom with regard to the nation’s real and 
pe De there are many. 

cuador is one of the least developed countries in South Ameri 
It continues to rely almost. exclusiaely on agricultural production for 
eae _ Bananas, coffee, and cocoa—all subject to the vagaries of 
ug tuating prices on the world market—account for 90 percent of the 
ia ay a hte rade s exports. Industrial activity, which is largely 
seer ae ustries, accounts for only 16 percent of the gross 


Annual per capita income is estimated at about $170. Even this 


low figure gives too favorabl i i 
> gives t orable an impression because of th 
uneven distribution of income. From 1956 through 1961, ey 
ry S gross national product inched ahead at 1 percent a year, not 
even enough to cover the population growth of 2.8 percent a year. 


Ecuador is said to be 60 i 
or is -percent literate, but 30 percent of th 
aeitren a the 6-to-12-vear age group do not attend schools What 
aa cs every 100 children starting the first grade, only 21 finish 
ae He ee weer ae 12 percent of the children were 
v schools. 1at same year, in the college- 
ae Ob oe see Bek oe school, " MGcheemore | although 
iterates has increased in the last 20 y 
ee number of illitera tes has also increased because of the tapid 
ee P' 2 mar hat The Minister of Education recently estimated 
cost 400 million sucres (approximately $18 million) to 


build primary schools for ull Ee ? 
rePaar Laker cuador’s children, and that 5,000 addi- 
se eachers would be needed to provide only 1 teacher per primary 


Unemployment is a serious problem 
the labor force are without, jobs, and am 
great underemployment. 
mated 75 percent of the 


Probably over 20 percent of 
Hats ong those with work there is 
Hee Game, ueyequll where an esti- 
built on stilts ov. , people live in cane shacks 
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One of the greatest dr 
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awbacks to progress is the continued existence 
re system , especially in the Sierra. Accordin: 
us of 1954, almost 82 percent of the agricultura 
y 14.4 percent of the total available agricultural 
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land, while at the other end-of the scale 0.66 percent of the units were 
so large that they covered 54.4 percent of the land. More than two- 
thirds of the farm units did not exceed 12 acres each. In most cases 
this size is insufficient to maintain a family since the best land belongs 
to the large estates and the peasant farmer is forced to cultivate 
intensively land that is already exhausted from years of similar culti- 
vation and erosion. Meanwhile, many of the large estate owners 
cultivate only a small part of their land. 

Occasionally a large landowner will sell a piece of land, usually at 
inflated prices. Since the peasant purchaser is usually too poor to 
buy more than a tiny plot, the problem of minifundia (plots too small 
to supply more than a bare subsistence, if that) is compounded. 

The harmful effects of the present agricultural system in the area 
are obvious. As long as the Indians of the region—almost half 
Ecuador’s population—cannot rise above the subsistence level, they 
cannot become customers for the products of Ecuador’s industries. 
Further, the low productivity of the Sierra agriculture will fall even 
lower as the nation’s rising urban population requires more food; and 
as the Sierra population increases, the pressure upon the land will 
become intolerable. 

The present administration inherited a critical fiscal situation from 
the short-lived government of Jose Maria Velasco Ibarra. Velasco 
had come to power in September 1960 at a time when the price and 
demand for Ecuador’s banana exports were declining. During his 14 
months in office, he was irresponsible in the use of treasury funds, 
handing out money to needy villages more or less as a personal gift. 
Little control was exercised over imports. The budget became greatly 
unbalanced, inflation soared, and reserves dropped in June 1961 to 
an alltime low of $14.4 million. Velasco was ousted in November 
1961 and the presidency assumed by his constitutional successor, Vice 
President Carlos Julio Arosamena. 

The present Ecuadoran Government has taken some steps to 
remedy the country’s fiscal situation by putting stringent restrictions 
on imports. By the end of 1962 Ecuador’s international reserve 
position was greatly improved, with reserves standing at $32.2 million 
on December 31, 1962. The cost of living and the value of the sucre 
have steadied. 

The budget, however, is dangerously unbalanced. In 1961 the 
United States granted Ecuador $8 million in budgetary support to 
tide the country over its difficulties. In 1962 the United States again 
provided Ecuador with $7 million in budgetary support, but the 
country still ended the year with a budgetary deficit. 

The proposed budget for 1963 promises to be even more out of line. 
Without even counting the carryover deficit from 1962, the 1963 
buceee of approximately $100 rmlvion has an estimated deficit of $20 

million. 

An examination of the 1963 bade is painfully revealing. Almost 
20 percent is for the Defense Ministry. Moreover, the Defense 
Ministry also gets additional funds which are not specifically identified. 
This special account in the 1963 budget is more than 50 percent of 
the allocation cited for defense purposes. 

Ecuador, as a consequence of a border dispute with Peru, has under- 
taken to maintain an extremely costly military establishment— 
including jet aircraft—far out of proportion to the size, population, 
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and economic capabilities of the country. In view of the country’s 
critical fiscal situation and vast development needs, it would appear 
difficult to justify such a level of military expenditures. 

The Government of Ecuador has expressed an interest in tax reform 
and has undertaken certain reform measures, including passage of a 
new inheritance tax and revised income tax law, and is in the process of 
writing a fiscal code to incorporate the many existing taxes. While 
steps in the right direction, they go only a small way toward a basic 
overhaul of the country’s archaic tax structure. Meanwhile, the legis- 
lature has yet to enact legislation to implement the revised income tax 
law. The Government of Ecuador has also expressed interest in tight- 
ening up its inefficient and lax tax enforcement and in improving the 
technical competence of people engaged in tax administration. The 
Saeney for International Development is providing assistance in 
achieving these goals. 

In the matter of land reform Ecuador has made little progress. 

The study mission met a number of able men in Ecuador who are 
seriously searching for ways to develop their country. However 
they do not possess the political power to carry out the reforms which 
they know to be necessary. Unfortunately, those who do possess the 
power appear to have no sense of urgency. 

In such circumstances the study mission doubts the efficacy of 


continued direct budgetary support which only enco 
delay in taking self-help itieastikes: vee ee 


COLOMBIA 


Colombia, a country with considerable human and natural resources, 
has a history of bitter political and civil strife. 

Colombia has the most highly developed two-party political system 
in Latin America. Partisanship, however, has gone far beyond spirited 
support for party platforms and candidates, and any discussion of 
Colombia must provide some understanding of its political history. 

Almost from the outset of Colombia’s national existence in 1830, 
the population divided into two deeply antagonistic factions. On 
one side the Conservatives favored strong central government, an 
established church, class privileges, and limited suffrage. The other 


party, the Liberals, wanted federalism, secular education, religious 


tolerance, and universal suffrage. 

During the 19th century the struggle between Liberals and Con- 
servatives plunged the country into almost constant internecine 
warfare, with fierce fighting and heavy casualties. In 1879, 80,000 
men were lost; in the civil war of 1899-1903, perhaps 100,000. 

Panama’s secession from Colombia in 1903 shocked the country 
and for a time the two parties reconciled. Conservatives ruled from 
1903 to 1930. The Liberals dominated the Government from 1930 
to 1946, when a split in their ranks resulted in the election of a 
Conservative. 

In 1948 smoldering animosities again surfaced. In that year the 
assassination of a Liberal leader sparked the famous Bogota riots 
and began a 5-year period of widespread violence, rivaling in ferccity 
the 19th century struggles. Possibly 200,000 persons lost their 
lives as the Conservatives sought to impose order and the Liberals 
retaliated. 

Many Colombians of both political persuasions were relieved in 
1953 when Gen. Gustavo Rojas Pinilla, backed by the armed forces, 
seized power with the announced intention of ending the conflict. A 
constituent assembly, convened in 1954, elected General Rojas as 
President for a 4-year term. 

As the Rojas regime became more dictatorial, Colombians became 
disillusioned. His closing of the respected Liberal newspaper El 
Tiempo evoked international criticism and, among Colombians, a 
sense of foreboding regarding their cherished rights to free speech and 
a free press. In 1957, General Rojas arrested Conservative presi- 
dential candidate Guillermo Leon Valencia, and appeared to be seeking 
his own reelection in defiance of the constitution. High-ranking 
church officials denounced this activity. Students in Bogoté demon- 
strated in the streets, and rioting soon spread to other cities. The 
populace went on an amazing general strike in which schools and shops 
stood empty and traffic came to a virtual halt. Thereupon, General 
Rojas was ousted from office and the Government was taken over by 
a five-man military junta. 

Earlier, Liberal and Conservative leaders, realizing that Colombia’s 
democratic future depended upon an end to the intense interparty 
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rivalry, had held a series of meetings in Europe to discuss the situation 
They devised a unique political arrangement, designed to provide a 
cooling off period. Their bipartisan accord called for a 16-year period 
of “parity” in which all elective and appointive Government offices— 
national, provincial, and municipal—were to be equally divided be- 
tween the Liberal and Conservative Parties. The Presidency was to 
alternate between the two parties every 4 years. After the overthrow 
of Rojas, this arrangement was ratified overwhelmingly in national 
referendums. 
“ Dr. Alberto Lleras Camargo, one of the Liberal architects of the 
parity” system and for 7 years a much respected Secretary-General 
of the Organization of American States, was elected in 1958 as first 
President under the new arrangement. 

In practice, the experiment has had some unforeseen results. In 
Congress the parties, instead of fighting each other, split into factions 
disputing control of their own party. This fact, plus the constitu- 
tional requirement of a two-thirds majority to enact a law, has some- 
what hampered the Executive’s ability to secure desired legislation. 

Nevertheless, dire predictions that the political experiment would 
not work—that it hung together only because of the people’s deep 
esteem for President Lleras—have so far proved to be overly pessi- 
mistic. In the 1962 presidential and congressional elections, the 
coalition presidential candidate, Conservative Guillermo Leon Valen- 
cia, won 62 percent of the votes; the factions of the Liberals and Con- 
servatives supporting the Frente Nacional, or coalition government 
oe ie pila als majority in the Senate and about 62 percent of the 

. Voting da i i i 
serious ce g day passed in a holiday atmosphere without 
oday there is little difference between Liberals an i 
on practical matters. The issues of the church, rar ee 
versus federalism, have largely disappeared from the Colombian 
race Both parties support a constitutional form of government 
ae evolutionary economic and social reforms, and draw their lead er- 
ship—as they historically have—from among the wealthy families. 
Conservative support is strongest among the landowners, the rural 
masses, the clergy, and conservative business elements. Liberal 
renee comes mainly from labor, the middle class, and progressive 

usiness interests as well as from great numbers of rural followers. 

ee! lines are by no means clearly drawn within any sector of the 

pop ation. A man’s politics frequently hinges more upon his fam- 

uy s sation affiliation than upon political ideology. A Colombian 

u ue _ ah to be either Conservative or Liberal. In some parts 

Sera a ty i is not safe to express a political view contrary to the 
Bitter interparty strife has left a peculiar legacy in so 

: Dy Suk me rural areas 

> Colombia. What is called la violencia, or “the violence,” ae 

about 300 lives @ month, including women and children. The moti- 

vations for “the violence’ are complex, involving political persecu- 


tion, inadequate local government, and protection racketeering. 


Persecutions of Liberals in the countrysi i i 
: ‘ } yside by Conservati ri- 
ue and Liberal reprisals upon Conservatives during the yea 
ae strife left whole regions of the country controlled by Liberal or 
saint ela political bosses who had their own armed followers. 

ost of these guerrillas laid down their arms following the 1953 truce 
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declared by the Rojas regime, but many did not—preferring a life 
of banditry. In many cases this banditry is still protected by local 
bosses in exchange for favors. The Colombian Government is begin- 
ning to take more forceful military action to end the senseless slaugh- 
ter, along with certain long-term measures such as establishing pene- 
tration roads, schools, and nonpolitical police forces in the affected 


areas. 
The ca peer elections in March 1962 and the presidential 
election in May indicate that the Colombian people preferred to re- 
tain their novel political experiment with “national front” govern- 
ment rather than risk a return to violence or military dictatorship. 

The task ahead for President Valencia, who was inaugurated on 
August 7, 1962, is not enviable. To meet mounting pressures for 
rapid progress he must manage to hold together the coalition govern- 
ment while energizing the nation toward sufficient economic develop- 
ment and improved social conditions. 

Colombia, slightly larger than California and Texas combined, 
contains vast stretches of rich agricultural land, a variety of climates, 
and much potential hydroelectric power. Industrial production has 
grown at one of the fastest rates in Latin America since World War i. 
The nation produces a wide assortment of consumer goods. Among 
other industries, there are two automobile assembly plants, tire fac- 
tories, and a growing capacity in chemical production. Colombia’s 
textile industry is one of the most efficient in Latin America. The 
Government-sponsored Paz del Rio steel mill, now passing into pri- 
vate Colombian control, has become profitable. 

Despite rapid industrialization, the Colombian economy is still 
basically agricultural. Agriculture employs 54 percent of the labor 
force and produces 34 percent of the national product, with industry 
producing 17 percent. Moreover, the Colombian economy remains 
perilously dependent upon one agricultural crop—coffee. Coffee ac- 
counts for about 70 percent of the country’s export earnings. Since 
coffee fincas are generally small and family owned,’ and since the ip- 
dustrial sector of the economy must import metals and specialized 
manufacturers—especially machinery and equipment—any down- 
ward swing in the price of coffee has profound repercussions upon the 
Colombian economy. 

Meanwhile, Colombia’s land tenure system has had a number of 
disastrous consequences. Unlike its sister Andean republics— 
Ecuador and Peru—Colombia does not have an “Indian problem”; 
the great majority of the country’s 16 million people are either 
mestizo or white, with only about 2 percent Indian. As in Peru and 
Ecuador, land is prized as a status symbol and as a hedge against 
inflation. Over the years fertile lands near urban markets fell into 
the hands of large landowners, and in the absence of Indian labor, 
estates were used for grazing or left to lie idle. 

The rising middle class, whose fortunes rest on industry or com- 
merce, joined the original land-owning families in acquiring estates 
for the traditional reasons. In addition, since taxation on land and 
on income from it has lagged behind the comparatively heavy and 
progressive taxation on industrial and commercial income, land-owner- 
ship and cattle operations became even more attractive to investors. 
Losses could be claimed in cattle operations and could be used by 


1 Ninety-four percent of the coffee fincas are less than 10 hectares, 
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persons with large taxable profits from nonfarm operations to reduce 
total tax liabilities. TYence, growing industrialization and urbeni- 
zation of the Colombsau economy, while creating a need for highly 
agricultural productivity, led to individual actions which impeded 
the fulfillment of this need. 

Meanwhile, the rural population was forced increasingly to the 
foothills or even into thesteep mountain slopes. Thenaturalincreasein 
population, with the consequent further splitting up of already un- 
economically small holdings, and soil erosion, have progressively 
diminished the peasant’s ability to earn a living. 

In recent years a number of large landowners have introduced 
mechanized farming on their hitherto underutilized or idle estates. 
This process has contributed in large measure to Colombia’s self- 
sufficiency in rice, cotton, and other crops. However, the conversion 
to mechanized farming has done nothing to relieve the low living 
standard and unrest of the bulk of the peasants. 

‘The pressure on land, the hope of finding employment in new indus- 
tries, and the lawlessness in some rural areas have created a rural 
exodus and urban problems. Peasants are streaming into the cities. 
They arrive poor, uneducated, and without industrial skills. The 
municipalities, in turn, are hard pressed to provide them with shelter, 
sewage, sanitation, schools, and health facilities, as well as gainful 
employment. Meanwhile, the growing pool of unemployed drags 
down the wages and standards of factory labor. 

Colombia’s annual per capita income is an estimated $260. Given 
the wide spread between the rich and poor, it is clear that large num- 
bers of Colombians earn very little. The low income of the rural 
population and the recent urban arrivals practically excludes them 
from purchasing the products of Colombia’s industries, which in turn 
reduces the volume of the domestic market. 

_A number of favorable factors bode well for the future. As men- 
tioned earlier, the country is free of racial tensions. It also possesses 
a resource rare in most underdeveloped nations—what a recent inter- 
national lending agency report called “the drive and energy of a dy- 
namic and able entrepreneurial and professional class bent on develop- 
ing the country.” 

_ Colombia also has well-developed economic and financial institu- 
tions. There is a strong banking system, a central bank, and a 
healthy ona and insurance industry. Corporate stock and in- 
vestment funds are an increasingly popular form of investment, with 
small stock exchanges operating in both Bogoté and Medellin. 

Also auspicious is the diffusion of development. Although most of 
the population is concentrated in a small area of the country (98 
percent in 40 percent of the territory), the urban population is dis- 
persed throughout the area, rather than crowded into one or two cities 
as in many countries of Latin America. Bogoté, the capital, has a 
population of over 1,250,000; Medellin and Cali, over one-half million 
each; 7 other cities (Baranquilla, Cartugena, Manizales, Cucuta, 
Pasto, Bucaramanga, and Ibague), more than 100,000. Moreover 
departmental and municipal assemblies—as well as the National 
Congress—are elected and are proving to be active and effective chan- 
nels for popular demands. 

Another favorable factor is the growing labor movement which has 


the right to bargain collectively and to strike, and has resisted Com- 
munist domination. 
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Meanwhile, Government leadership, while composed mainly of 
members of the upper economic class, is demonstrating a responsive- 
ness to popular demands as well as responsibility in fiscal matters. 

Comparatively, the Colombians’ record of management of an acute 
balance-of-payments problem has been good. They have restricted 
imports to the most essential items, vigorously encouraged new export 
industries, welcomed foreign capital, and devalued the currency as 
recommended by the International Monetary Fund. 

The Colombian Government’s response to the Alliance for Progress 
has been among the most spirited in Latin America. Colombia has 
prepared a 4-year investment program, and a significant 10-year 
development plan in which the private sector of the economy is given 
heavy weight. The plan has aleeaay been reviewed and commented 
upon favorably by the OAS Committee of Nine (the so-called ‘“‘Nine 
Wise Men”) and the International Bank for Reconstruction and 
Development. The IBRD has sponsored a multilateral consultative 
group composed of European countries, the United States, and Canada 
to help Colombia secure financing for the projects envisioned in its 
10-year program. 

At the same time, the Colombian Government has shown initiative 
and effective performance in living up to the self-help criteria which 
the Alliance for Progress requires. On December 22, 1960, a tax law 
was enacted which made income taxes more progressive and provided 
tax incentives. Under Colombia’s tax system about 50 percent of 
the revenues come from corporate and personal income taxes. Follow- 
ing the installation of the new administration in August 1962, the 
Government introduced a series of tax measures required for financing 
the development plan. These measures, now being considered by a 
special session of the Colombian Congress, should increase revenues 
by the equivalent of $100 million a year. Tax administration is still 
a problem, and the Colombian Government has requested the assist- 
ance of AID to overhaul its system. 

Talk of agrarian reform in Colombia long antedates the Alliance 
for Progress or Fidel Castro. Various attempts to remedy the land 
situation began in 1936. While unsuccessful, the experience with 
failure and the public debate engendered at each successive effort 
helped to prepare the Colombians to face squarely their agrarian 
problems. 

In December 1961, the Colombian Government created the Agrarian 
Reform Institute, or INCORA as it is known by its Spanish initials. 
INCORA is a semiautonomous agency with a guaranteed minimum 
annual budget. This type of structure has reduced political influence 
on the agency. INCORA, with 300 employees and able management, 
is taking seriously its mission to reform the social agrarian structure 
by means of procedures a ree to eliminate and prevent the in- 
equitable concentration of landed property or its antieconomic 
dispersion. 

In the field of education, the Colombians have shown an acute 
awareness of the weakness of their educational system as a foundation 
for a modern, industrial society. An effective apprenticeship program 
has been underway for several years. Management schools and 
scholarship programs for promising students are expanding rapidly, 
and serious efforts to build a trained civil service are underway. In 
1961, the regular allocation within the Federal budget for elementary 
education for the first time exceeded the military budget. 
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Whether Colombia can weather the swift transition from an agri- 
cultural to an industrial economy in orderly and evolutionary manner 
remains to be seen. The nation is off to a good start, but the backlog 
of demands and the shortage of trained technical and administrative 
personnel to undertake the many programs envisioned in the 10-year 
plan warn against a too optimistic appraisal. ; 

Moreover, the coalition government is a fragile device. If the 
coalition can continue to provide effective government, there is hope 
that Colombia will enjoy a period of stability and growth and become 
the prosperous, democratic land that its great liberator, Simon 
Bolivar, envisioned. 


PANAMA 


The Republic of Panama is only half as large as Florida and has 
the smallest population in Latin America—slightly over 1 million 
people. Developments in Panama, however, are of far greater inter- 
national significance than its size and population would imply. 

The Panama Canal, the great artificial waterway connecting the 
Atlantic and Pacific Oceans, traverses the country. Operation of the 
Panama Canal affects the interests of numerous nations in all parts 
of the world. For example, some 32 percent of the commercial cargo 
passing through the canal during fiscal year 1961 either originated in 
or was destined for the Far Kast. 

The United States, as operator of the canal, has a special responsibil- 
ity for the peaceful, efficient management of the world artery. More- 
over, the United States is concerned with the strategic implications of 
the canal. 

Obviously, harmonious relations between the Panamanian people 
and the United States are desirable. However, since construction got 
underway in the early 1900’s, Panamanians continually have voiced 
ape with regard to the canal. Some of the trouble has stemmed 
rom the varying views the two nations hold with regard to the canal. 
Panama, whose prosperity since the Spanish conquest rested upon its 
geographic position as a crossroad of world transit, has regarded the 
canal as a source of revenue. The U.S. objective has been the efficient 
operation of the waterway at reasonable rates and for defense purposes. 

In addition, many Panamanians have never become reconciled to 
the terms of the treaty of 1903 (known as the Hay-Bunau-Varilla 
Treaty), by which the United States was granted in perpetuity ‘‘all 
the rights, power, and authority’’ in a 10-mile zone ‘‘which the United 
States would exercise if it were the sovereign of the territory.” 

Even without these factors, it is probably inevitable that the pres- 
ence of so vast an enterprise in the midst of a small, relatively under- 
developed country, would give rise to irritations. 

In the past 60 vears the United States has made some accommoda- 
tions in order to ameliorate Panamanian grievances.! 

In recent years frictions have been exacerbated by twin develop- 
ments in Panama—a rising demand for decent living conditions and 
increasing nationalism. 

Panamanians have but to cross the street into the Canal Zone to 
see comfortable housing, schools, abundant food, and neatly clipped 
gardens. This enclave stands in marked contrast to living condi- 
tions in the Republic of Panama, and invidious comparisons are 
understandable. 

Panama’s governing elite, who control most of the business enter- 
prises serving the canal and the news media as well as the Govern- 
ment, have sought over the years to leave the impression with their 

1 For an account of treaty and other adjustments made in United States-Panama relations from 1903 to 


1960 see: ‘Report on United States Relations With Panama,” by the Subcommittee on Inter-American 
Affairs of the House Foreign Affairs Committee, 86th Cong., 2d sess,, H. Rept. 2218, Aug. 31, 1960. 
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2 For an account of the November 1959 riot see ibid. 


At SAG pith SBaas, 


SPECIAL STUDY MISSION TO LATIN AMERICA 33 


The farmer is also a victim of the country’slack of roads. Panama’s 
road network is of dirt construction som E only during the 4 months 
of the dry season. Even so, the present system reaches only about 
half the rural settlements. Without access to markets, there is little 
point for the small farmer to increase his production beyond the needs 
of his immediate family. Less than 1 percent of all farmers use draft 
animals, With the machete as his only tool he cultivates a plot by 
the ancient slash and burn method until the soil is exhausted, and after 
a year or two he moves on. In this way he ekes out a subsistence. 
He cannot accumulate capital with which to purchase e uipment 
which would enable him to produce a surplus for sale to anama’s 
domestic and export markets. 

In the meantime, large-scale land speculation has occurred in the 
areas of prospective road construction to the point where the Inter- 
national Bank for Reconstruction and Development required the 
suspension of government land sales as a condition for its 1960 high- 
way construction loan. It is rumored, however, that influential 
politicians acquired large tracts of land in 1961 along the proposed 
extension of the Pan-American Highway in Darien Province. 

Panama is indeed fortunate that its land problem has none of the 
overtones of bitter conflict associated with land hunger and human 
exploitation in, for example, some of the Andean regions and north- 
east Brazil. 

Other sectors of Panama’s economy have been equally neglected. 
Only 1.4 percent of the country’s rich ydroelectric potential has been 
developed and this is highly concentrated in the terminal cities near 
the Canal Zone. In rural areas electric power service is sporadic, if 
it exists at all. For example, in the economically vital central prov- 
inces only 12 percent of the population is served. 

Manufacturing consists mainly of processing domestic agricultural 
products and some imported raw materials. Industry is concentrated 
in the terminal cities, and characterized by low output, certain monop- 
olistic practices, and the tendency to seek quick, excessive profits. 

Urban unemployment is a serious problem. In December 1960, 
the latest year for which statistics are available, there were 23,000 
unemployed in Panama City and Colon, or over 18 percent of the 
work force. Low w~ges coupled with the high cost of living make it 
extremely difficult to save or accumulate capital. Meanwhile, in- 
dustry and commerce can absorb only a fraction of the persons enter- 
ing the labor market each year, including the former rural workers in 
search of city jobs. The country has a liberal labor code, which is 
largely unenforced. ; 

The housing situation is particularly critical. Panama’s housing 
institute estimates a current shortage of 20,000 housing units, increas- 
ing at about 4,000 units annually. Almost a quarter of the popula- 
tion lives in single-room households of six members or more. The 
incidence of disease, crime, and delinquency has demonstrated a direct 
correlation to these housing conditions. ; 

Education is highly emphasized in Panama as reflected in the 

appropriation of $15.7 million for secondary education in 1961, or 
25 percent of the national budget. Unfortunately, Panama’s pre- 
vailing patronage system has weakened the total effort by loading the 
payroll with incompetents or with jobs which exist only on paper. 
Literacy is 72 percent, among the highest in Latin America. Never- 
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theless, it is estimated that only 56 percent. of the rural: s 
children and 76 percent of urban children. attended school ieee. 
Education is valued by ambitious members of the lower and middle 
classes who are anxious to rise in status. Many families will sacrifice 
a great deal to support their children through secondary school and 
even the pooeanas Aes order to equip them for white-collar jobs, the 
mark of status in Panama’s Hispanic culture. Because of the coun- 
try’s social mores and patterns, talent gravitates toward trade and 
government work to the exclusion of vocational, technical, and man- 
agerial fields. Unless the controlling Lie , which has generally Tun 
businesses and the government as al shops for relatives and 
friends, can make room for the rising middle class, Panama runs the 
risk of creating a dangerous pool of dissatisfaction and frustration. 

Since 1951 the gross national product of Panama has increased at 

a eee rate a a percent a ear compared with an annual popu- 
crease of 2.8 percent. * i 
has improved ve Aa e lot of the average family, however, 
conomic and financial studies by experts agree that P. 
produce almost all the foodstuffs needed for domeatio ree ba 
as well as agricultural raw materials for an expanding industrial base 

Development of the country’s domestic resources and manufacturing 
capabilities will entail large oxpenditures of capital. The Government 
has been unable to finance its share of public investment. As a 
result of some tax reforms, income tax collection in 1962 did increase 
nearly 40 percent over 1961. But the tax system remains inadequate 
and regressive. Indirect taxes, levied on consumers regardless of 
their income, constitute the major source of tax revenues. Income 
taxes are mild and collections lax and permeated with favoritism 
In 1962 the Chiari administration presented to the assembly draft 
legislation encompassing more far-reaching tax reform measures, based 
oe = epore by an OAS fiscal team. The National Assembly failed 

The Government’s financial position has become increasing] 
ane Rieu has been running large balance of a rear et 
On the bases of preliminary figures, it appears that in 1962 Panamanian 
im aoe oe sleet y more than $105 million. 

yw income tax rates, favoritism and laxity in ta: i 
deficit spending have made constant public borne Seca ea 
Consequently, the public debt has been rising at an accelerated pace. 
As a result of both operating deficits and public spending, since 1956 
the total national debt has soared from $53 million to $101.4 million 
as of November 30, 1962. The public debt may be expected to con- 
tinue to rise as a result of increased borrowing from international 
agencies to finance the ambitious new development program. 

In attempting to meet the self-help requirements of the Alliance 
for Progress, Panama has taken a number of commendable steps. A 
special session of the National Assembly enacted a comprehensive 
Agrarian Code in September 1962. The code emphasizes settlement 
of undeveloped public lands by family units, with extension of super- 
vised credit, technical assistance, and marketing services. The code 
also prescribes a set of standards for land use which, if not met subject 
property to redistribution. It also includes a graduated land tax 
Provisions of the code are to be implemented through a semiauton- 
omous commission within the Ministry of Agriculture. The real test 
will come if and when implementation is attempted. 
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The Government of Panama also continued its efforts to institute 
a civil service system. All personnel of the Ministries of Finance and 
Treasury and of Foreign Relations are now under the system, with 
the Ministry of Agriculture in process of being absorbed. This repre- 
sents about 35 percent of the total number of Government employees. 

Hopefully, it is becoming more evident to Panamanian leadership 
that commercial activities centered around the Panama Canal can- 
not furnish the economic growth necessary to meet the requirements 
of expanding population and rising demands of the Panamanian 
people for a better life. Whether the ruling elite truly are prepared 
to undertake reforms which would deeply affect Panama’s traditional 
social and political structure remains to be seen. 

Soon after the signing of the Act of Bogoté in September 1960 (the 
forerunner of the Alliance for Progress), * U.S. assistance to Panama 
expanded considerably. To the fiscal year 1961 program of $1,740,000 
in technical cooperation were added additional grants of $1,155,000 
for impact development projects. During the same period a $5 million 
loan was made to the Government of Panama for budgetary support. 

The fiscal year 1962 program comprised grant technical assistance 
activities in the amount of $2.6 million, and a greatly expanded $9.9 
million program for economic and social development. The latter 
was a special grant to give initial impulse to the Panamanian Gov- 
ernment’s preliminary 5-year development plan. The $9.9 million 
grant, made in late January 1962, includes $5 million for school con- 
struction, $1 million for cadastral surveys and mapping, $900,000 for 
rural health and medical facilities, $1.4 million for various resource 
and construction surveys, and $1.6 million for increased assistance to 
agriculture and self-help housing. 

The fiscal year 1963 program includes $2 to $3 million in grant 
technical assistance and a possible $10 to $15 million in AID develop- 
ment loans, reflecting program transition to a predominantly loan 
basis. 

During fiscal years 1961 and 1962 the Government of Panama also 
received external assistance from other international agencies as 
follows: International Bank for Reconstruction and Development, 
$7.2 million; Export-Import Bank, $2 million; Inter-American Devel- 
opment Bank, $13.2 million. 

The United States and other nations of the free world, as well as 
Panama, have much at stake in the maintenance of peaceful, pros- 
perous conditions in the vicinity of the Panama Canal. The inter- 
national Communist conspiracy is alert for any opportunity to trans- 
form Panamanian discontent into a weapon against the United 
States. As long as Panama’s unbalanced economy and social struc- 
ture breeds poverty and frustrations, extremists will find an audience. 

However, any assumption that a stepped-up program of US. 
assistance will channel Panamanian energies to constructive endeavors, 
and away from constant preoccupation with the Canal Zone, is prob- 
ably overly optimistic. As long as the United States operates the 
canal, there will be some Panamanians who—out of injured national 
pride or personal ambition—press for Panamanian sovereignty over 
the Canal Zone. 


2 The Act of Bogoté recommended to the OAS “‘measures for social Improvement and economic develop- 
ment” including measures for agricultural, housing, and land tenure reform, creation of a special fund for 
social development to be administered by ‘the Inter-American Development Bank, and improved iending 


terms. 
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The study mission was encouraged by the way a number of U.S. 
officers and enlisted men, civilian employees, their wives and children 
are personally promoting understanding between Panamanians and 
the U.S. residents of the Canal Zone. As part of a program called 
Operation Friendship which was launched in 1960 during a period of 
strained relations, Us. citizens are undertaking on a private basis to 
teach English, to volunteer for hospital duty in the Republic of 
Panama, and to participate in other community activities. At the 
same time a barrier still exists which cannot be overcome without 
further effort on the part of all concerned. 

Discussions are going forward at the present time between repre- 
sentatives of the United States and the Panamanian Governments 
regarding the points of dissatisfaction which President Chiari raised 
with President Kennedy during his June 1962 visit to the United 
States. Agreement has been reached on several points. 

On the sensitive issue of whether the flag of Panama should be 
allowed to fly within the Canal Zone—which erupted into the Novem- 
ber 1959 riots—it has been agreed that wherever the U.S. flag is 
flown by civilian authorities on land in the Canal Zone, Panama’s 
flag will fly alongside. Private organizations and persons in the zone 
are free to display flags at will over their places of residence or busi~ 
ness. 

The question of who shall issue exequaturs, authorizations per- 
mitting foreign consuls to function in the Canal Zone, has also been 
settled. It has been agreed that henceforth the United States will 
not issue exequaturs for the Canal Zone and that Panamanian exequa- 
turs will be honored, with the United States reserving the right to 
refuse to recognize the exequatur of any subversive or other undesir- 
able element. 

Panama’s request that Panamanian income taxes be withheld from 
Panentanien and non-U.S. citizens employed in the zone has also been 
granted. 

Still under discussion are Panama’s bid for the return of “such lands 
in the Canal Zone as are not necessary for the purposes for which the 
canal concession was granted, as well as the necessity that Panama 
have a corridor, under exclusive Panamanian jurisdiction, which 
would run through both the Canal Zone and the canal itself, and 
would unite without interruption to Panamanian jurisdiction, the 
two sections of the territory of the Republic which were separated by 
the creation of the canal.’’ + 

Also under discussion are Panama’s request for port facilities at the 
Atlantic and Pacific terminals of the canal, Panama’s proposal to 
reestablish in the Canal Zone the use of Panamanian postage stamps 
(as was the custom earlier in canal history), and Panama’s desire to 
secure equal treatment for its nationals in the Canal Zone with regard 
to wages and employment opportunities. 

Concerning labor policy in the zone, it must be emphasized that the 
Panama Canal Company and the Canal Zone Government have 
already taken steps to implement United States-Panamanian agree- 
ments on the subject. The percentage of non-U.S. citizens paid at 


Sc e Roberto Chiari’s state of the nation address to the Panamanian National Assembly, 
et. 1, : ine 
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US. base rates by the eee poe compen and the Canal Zone 
ent has moved upward as follows: 
See 1959: 144 aut of a total of 3,520, or 4 percent. 
April 1960: 259 out of a total of 3,702 or 7 percent. ‘ 
January 1962: 627 out of a total of 4,206, or 15 percen s 
December 1962: 730 out of a total of 4,424, or 17 per ; 
February 1963: 776 out of a total of 4,496, or 17 a io lias 
The question of the annual payment by the Unite a ates a 
the Canal Zone is not presently under consideration. oan 
ure specified by the Hay-Bunau-Varilla Treaty of 1903 was $ 
Chater the terms of the treaty of 1936, the amount was noe t) 
$430,000 to adjust to the reduction of the gold content of the aries 
dollar. Article I of the treaty of 1955 raised the amount oP e me 
nuity to $1,930,000. The same article contains a pov ein ie 
to safeguard the United Pigs ocr ey preieus A : y: oe 
increase in the annuity. ; 
Soesiaie theak cies of any obligation on the part of either party to 
amount of the annuity.” ae ; 
pe ererr are still heard for a 50-50 split in the gross receipts ot a 
canal. These demands rest on an emotional rather than on : ra ee 
basis. They completely ignore the operational costs S the a 
Gross revenue from the Panama Canal Company, a U. Eo ae m 
poration (which includes tools, sales of cormmodities, an Bs see 
amounted to $100 million in fiscal year 1962. Net revenue, one hd 
was only $7.3 million. Payroll costs for the Canal Company os : 
Canal Zone Government consumed almost $50 soups Of es 
financial obligations include operating costs, interest and aaa A : 
charges on the U.S. Government’s investment in the projec an : 
ae of the $1,930,000 annuity paid annually to the Republic o 
anama.® : : ; ; ae 
ho view the issue through their emotional bias are probably 
eee to logic. For the benefit of those seeking facts, ue 
study mission presents the following breakdown of the canal’s revenue 


and expenditures: 


Comparative statement of revenue and expenses, fiscal year ended June 30, 1962 
1062 
Revol $57, 312, 164 
ul 1, 035, 126 
Tt 


19, 842, 965 
Commodities soid. F nen 
Service sales and rentals oh 892, 950 
083, 205 
Total revenue _ 100, 83. 
Operating expenses and other costs: aaee 
is Payroll Bent related costs -- a ae a 
Material and other operating expenses an ayy B00 
Cost of commodities sold ee 157, a 
Depreciation_ 13° 663° 334 
t of Canal Zone Government , 663, 
eet a net direct investment of U.S. Government 9, 359, 769 


Total operating expenses and other costs 92, 737, 219 


45, 986 
Net revenue 7,3 


'The Panama Canal Company assumes responsibility for $430,000; the additional $1,500,000 is paid by 
funds appropriated to the Department of State. 
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Furthermore, the canal generates income other than the annuity 
for the Republic of Panama. In 1962, for instance, income derived. 
from the canal was estimated at approximately $82.73 million, or about. 
17 percent of the national income. A breakdown indicates the follow- 
ing sources of income to Panama from the presence of the canal: 


1962 (provisional figures) 
{In millions] 


$3.3, miNON) |. ee eee nce ce owe woe eee se ouctaa 0 
Canal Zone annuity_......._.-.._._......-.----------------_.--... 1.93 
Notal csosossec couse deo st Meese dd eeseviet 82, 73. 


These receipts have helped to offset deficits in Panama’s balance of 
payments. 

It seems unlikely that efforts to promote more friendly relations 
between residents of the zone and Dananianians or the granting of 
concessions will be sufficient to contain further manifestations of 
nationalism. Rather, it seems probable that concessions will merely 
encourage more sweeping demands. 

The study mission believes that the United States should continue 
to be diligent in complying with the provisions of our treaty arrange- 
ments with the Republic of Panama. We should also be prepared to 
assist the Government of Panama in proportion to its own efforts to 
achieve the goals of the Alliance for Progress. At the same time, the 
United States should be firm in resisting any erosion of its treaty 
rights in the Canal Zone. 
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COSTA RICA 


Costa Rica is the fourth smallest of the 20 Latin American nations. 
about the size of West Virginia, and has a population of 1.2 million. 
__In contrast to other countries in a region characterized by high 
illiteracy, by inequalities between the few wealthy and the many poor, 
and by indifference of a large part of the ruling classes to the suffering 
of their fellow countrymen, Costa Rica stands apart. 

Freedoms of speech, assembly, the press, and religion are main- 
tained. Suffrage is by direct secret ballot, election campaigns are 
spirited, and the results of elections are respected. The fact that the 
last. two elections—in 1958 and 1962—resulted in the ‘‘ns’’ being 
replaced by the “outs” without disorder of any kind reflects the 
honesty and fairness of Costa Rican electoral procedures. 

The middle class is the largest, proportionately, in Latin America. 
Literacy is more than 80 percent, among the highest in Latin America. 
Life expectancy is estimated at over 60 years. The working class is 
protected by an advanced system of social benefits. 

Costa Ricans proudly declare that they have more schoolteachers 
than soldiers, more schools than barracks and police stations. In fact, 
the constitution prohibits the existence of an army. Only 2 percent 
of the national budget is allocated to the civil guard, a 1,400-man 
establishment charged with maintaining law and order. Costa Ricans 
are so opposed to militarism that officers of the civil guard are replaced 
by each incoming administration to prevent the development of an 
officer caste and to assure civilian control. 

Costa Rican concern for maintaining democratic procedures extends 
beyond precautions in the military field. To avert concentration of 

ower in any individual or oligarchy, both the chief executive and the 

egislators cannot succeed themselves. The President, who is elected 

for a 4-year term, must wait 8 years to run again. The 57 members 
of the unicameral legislative assembly, who also serve 4-year terms, 
must wait an intervening 4-year term to run for reelection. 

In order to avoid having political activity limited to those with 
financial means, the Costa Ricans have adopted a novel method of 
paying expenses incurred in national campaigns. The state reim- 
burses the campaign expenses of all political parties that receive more 
than 10 percent of the total vote, in proportion to the percent of the 
vote they garner. The maximum amount disbursed, however, cannot 
exceed 2 percent of the average ordinary national budget for the 3 
years preceding the election. 

A number of factors have combined to produce Costa Rica’s unique 
pattern of development, so different from that of most of Spain’s former 
colonies in Latin America. First, the Spanish conquerors found neither 
treasure nor large Indian populations whose labor could be exploited. 
The relatively few Indians in the area were members of nomadic tribes 
and either fled or were killed during the early period of the conquest. 
Thus, Costa Rica held little attraction for the conquistador. 

39 
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The Spaniards who settled Costa Rica were mainly farmers from 
Galicia in northern Spain. Without Indian labor, they had no choice 
but to do their own work. Out of these circumstances grew Costa 
Rica’s tradition of family farms. 

The absence of a large native population and of peonage had several 
fortunate consequences. There was less tendency for society to 
become stratified along class or racial lines. The existence of family 
farms in the colonial period militated against the formation of wide 
differences of income. Furthermore, the white settlers felt no neces- 
sity Me maintain a large military force since there were no enslaved 
people. 

Despite Costa Rica’s past achievements, Costa Ricans are concerned 
about the future. 

The country is experiencing a phenomenal population growth— 
estimated at between 4 and 4.5 percent a year, probably the world’s 
fastest. In recent years the economy has grown barely enough to 
keep up with the increasing population. Per capita income ($332 
in 1961) has scarcely held its own with the tremendous population 
explosion. 

Costa Rican leaders fear that unless the country’s economy becomes 
more productive, they will not only be unable to meet rising demands 
for better living conditions, but will be faced with a declining standard 


of living. A number of Costa Rican officials told us that under present 
circumstances they are unable to meet the growing need for schools 
and teachers, and consequently they are concerned lest their high 
literacy rate decline. 

Costa Rica is basically an agricultural country, producing a variety 


of crops for local consumption. Its chief exports are coffee, bananas, 
and cocoa. Beef cattle are raised in Guanacaste Province and in the 
Atlantic lowlands, and cattle and meat exports in 1961 earned about 
$4.7 million. Although largely agricultural, the nation is not self- 
pane in foods and must import $12 to $15 million in foodstuffs 
each year. 

There are an estimated 52,000 farms in Costa Rica. Although 
there is comparatively wide ownership of land, approximately 65 
percent of all the land in farms is held by about 8 percent of the 
farmers, whereas only 4 percent of the farmland is owned by about 
50 percent of the farmers. The best estimates indicate that there are 
more than 5,000 farms located in the central valley of insufficient area 
for a family to make a living. Also, throughout the Republic there 
are an estimated 4,000 farmers residing on Government-owned land, 
and another 4,000 residing on privately owned lands. A vast majority 
a nee have established squatters’ rights but few have yet acquired 
tities. 

Over three-fourths of all farms have neither work animals nor 
tractors. This is due in part to the fact that coffee, the major income 
producer, is a labor-intensive crop and often is cultivated on slopes 
too steep to permit mechanization. 

The country lacks mineral resources. Extensive petroleum explora- 
tion has been disappointing, and fuels must be imported. Small local 
factories produce consumer-type goods for local consumption, but the 
size of the domestic market has limited the industrial activity. 

In the past Costa Rica has lagged behind the other Central American 
countries in moving toward the economic integration of Central 
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America. ‘The present administration of President Francisco Orlich, 
has initiated steps toward Costa Rica’s full entry into the Central 
American common market. In July 1962 Costa Rica signed the 
general treaty and various protocols and agreements of Central 
American economic integration. All the treaties and protocols have 
now been submitted to the Legislative Assembly for ratification. 
Costa Rican participation could have a far-reaching impact on the 
country’s existing industries as well as on the development of new 
industries. There has already been considerable movement toward 
new industrial activity as the prospect of access to the Central 
American market approaches reality. 

Meanwhile, there is an accelerated migration from rural to urban 
areas by people in search of improved economic conditions. This 
is creating tensions due to frustrations in finding employment and 
adequate housing, and in learning new skills. The Costa Rican 
Government is attempting to deal with these problems through a 
program of economic and social reform designed to reinforce the 
many favorable social factors already present in the country. 

The nation’s financial well-being depends overwhelmingly upon 
the export of two agricultural crops—coffee and bananas. In 1961, 
coffee accounted for over 54 percent of the total value of Costa Rica’s 
exports; bananas about 23 percent. Prices for these commodities 
have been declining in world markets. Costa Rica has been particu- 
larly hurt by the continuing downward spiral in coffee prices. (The 
New York spot price of Costa Rican coffee declined from 64 cents per 
pound in 1957 to 38 cents per pound in 1963.) 

The nation registered unfavorable trade balances of $26 million in 
1960, $27.4 million in 1961, and $28 million in 1962. The decline 
in income from exports has reduced the foreign exchange available to 
Costa Rica to meet its external obligations and to pay for the impor- 
tation of capital goods as well as the commodities to which many of 
the Costa Rican people have become accustomed. The Government 
has been forced to curtail the importation of nonessentials which, 
while reducing the standard of living, has also diminished customs 
receipts, traditionally the principal source of Government revenue. 

‘The depression caused by the low prices for its exports, reduced 
Government budget receipts, and insufficient local sources of capital 
and credit at a time when Costa Rica is committed to massive 
economic development and social reform combine to make Costa 
Rica’s own resources at this time inadequate for the task of sustaining 
any significant economic development. 

Up to now, Costa Rica has been able to avoid serious foreign pay- 
ments difficulties because receipts from such sources as foreign loans 
and grants, private capital inflow, and payrolls of foreign enterprises 
have been sleqiate to sustain the balance of payments. However, 
as borrowing from external sources increases, mounting costs of 
foreign debt servicing are bound to put a further squeeze on the 
treasury’s strained capabilities. 

Meanwhile, the Government’s internal fiscal situation is of more 
immediate concern than the picture of the country’s international 
balance of payments. The present administration assumed office in 
May 1962 with a budget deficit of 172 million colones, or approximately 
$26 million. According to the Orlich administration’s estimates, the 
May budget deficit was reduced by December 31, 1962, to 93 million 
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colones ($13 million) by means of increased. tax collections amounting 
to some $4 million and reduced’ expenditures. However, the 1963 
budgetary deficit, which includes the carryover from 1962, is officially 
estimated to be 172 million colones, or $26 million. _ : 

Ironically, Costa Rica’s financial problem stems in part from:the 
heavy emphasis the country has aig upon social benefits, long before 
dhe Alliseee for Progress stressed such measures. The Government 
spends about one-third of its budget on such projects as schools, 
hospitals, community development, and social security. a 

It is unlikely that the Costa Rican Government can meet pro- 
gressively greater payments of social type benefits within the country’s 
present tax structure. The Government, therefore, has been seeking 
additional domestic sources of revenue as well as external assistance. 

Since the signing of the Act of Bogoté on September 12, 1960, loans 
from various lending agencies to Costa Rica total over $50 million. 
Considerably less than half this amount has actually been drawn by 
the end of 1962, largelv because of Government difficulties in meeting 
local currency costs of projects. 

The Orlich government takes its commitments for land and fiscal 
reform very seriously. In less than 1 year since assuming power, in 
order to raise revenue the administration has increased excise taxes 
on beer, soft drinks, and cigarettes, and customs duties on gasoline 
and beer. To improve its tax collection machinery a unified Direc- 
torate of Revenue has been created, and legislation passed by which 
profits from the Nationalized Banking System will be shared with the 
Government. Also passed was an important revenue measure re- 
quiring property owners to submit a detailed statement of their 
holdings—a first step to a more realistic taxation on real estate. 
Pending and Species to be passed is a measure to raise income taxes. 

An Institute of Lands and Colonies has been established, one of 
whose principal activities is to work out permanent property rights 
for squatters. Also, the Government of Costa Rica has created a 
commission to improve public administration which is currently 
engaged in a study of operations in all of its ministries and autonomous 
institutions. 

Still in the discussion stage is the creation of a private investment 
corporation, the purpose of which would be to encourage industrial 
expansion and diversification and give impetus to private investment. 
As envisioned, the entity would extend medium- and long-term credit, 
give help in applying for and guaranteeing foreign loans, and provide 
an opportunity for local private investment. The Orlich administra- 
tion, reflecting the views of the National Liberation Party, appears 
to prefer the establishment of an agency with similar functions but 
under Government control. Backers of the original proposal claim 
this would nullify one of the basic purposes of the investment corpora- 
tion to stimulate private initiative. 

While the present Costa Rican Government enthusiastically sup- 
ports the Alliance for Progress and is sincerely dedicated to a program 
of reform, the study mission noted that many Costa Ricans expect that 
large amounts of financial aid will be forthcoming as an immediate 
solution for all Costa Rica’s economic and face! difficulties, both 
short and long range. 

In conversation with some of Costa Rica’s officials, moreover, the 
study mission noted an impatience with the flow of U.S. aid. The 
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Costa Ricans pointed to the large-scale emergency aid extended to 
some politically unstable countries which they regard as derelict in 
living up to self-help criteria and asked whether Costa Rica was not 
in effect being email for its political stability. ; ; 

The study mission is of the opinion that this unfortunate view will 
continue to exist unless and until the U.S. Government adheres 
strictly in all Latin American countries to the guidelines set by the 
Charter of Punta del Este. 

The United States should view with special sympathy and under- 
standing Costa Rica’s difficulties in its transition from a basically 
subsistence two-crop export economy to one of more diversified 
agricultural and industrial production. However, until the country’s 
planning and administrative machinery is further developed the study 
mission questions whether large amounts of financial assistance can be 
effectively utilized. 


RECOMMENDATIONS 


J. Communist Subversion 

(a). In addition to whatever other action is necessary to combat Com- 
munist subversive activities in this hemisphere, efforts by the Executive 
to eliminate the flow of persons, propaganda, and funds between the 
countries of the Inter-American system and Cuba must be intensified. 

Communist subversive aggression in Latin America, emanating 
primarily from Cuba, endangers all of the members of the inter- 
American system and must be regarded as no less a threat than direct 
military aggression. 

2. Alliance for Progress 

(a) The Executive should hold vigorously to the guidelines set by the 
Charter of Punta del Este. 

We are aware, as is stated earlier in this report, that the speed with 
which reforms are adopted must necessarily differ from country to 
country. Nevertheless, the heavily taxed U.S. citizen cannot be ex- 
pected to support indefinitely any program in which it is difficult to 
detect some earnest effort on the part of his Latin American partners to 
live up to their commitments. Furthermore, laxity on the part of the 
United States in this regard tends to defeat the central purpose of the 
Alliance for Progress. 

Agencies responsible for the disbursement of Alliance for Progress 
funds should give serious consideration to accelerating the program 
only in those countries which have taken definite steps to meet their 
self-help commitments. The study mission also recommends that 
serious consideration be given to reducing or to discontinuing funds 
to those countries where compliance with the terms of the Charter of 
Punta del Este is not forthcoming. 

(6) The question of ‘‘bail-out” assistance should be carefully reviewed. 

Congress has become justifiably concerned over the large ratio of 
emergency assistance in relationship to the total program. We recog- 
nize that some cases of emergency assistance are warranted—as when 
the sudden plunge in price of a country’s chief export commodity 
dangerously diminishes its exchange reserves. Nevertheless, the pros- 

ect of receiving continued direct budgetary support has led some 

atin American countries to postpone or avoid the hard decisions of 
fiscal discipline and reform which the Charter of Punta del Este 
stipulates. In some cases, our aid practically amounts to a reward 
for fiscal mismanagement. 

(c) In the future, the Executive in its request for grants-in-aid should 
not imply economic justification when the true basis is political con- 
sideration. 

In the past certain programs have been presented to the Congress 
as economically justified which in fact have been based primarily on 
political exigencies. 

The agencies responsible for the disbursement of Alliance for 
Progress funds should adhere to strict accounting procedures and exercise 
keen vigilance over the use of these funds. 

45 
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Such procedures are necessary not only to maintain the confidence 
of the American taxpayer, but also to instill confidence in the citizens 
in the recipient countries—many of whom expressed to the study 
mission doubts and skepticism regarding the proper application of 
funds committed to their governments. 

(e) Publicity programs for the Alliance for Progress should place more 
emphasis on acquainting the Latin American people unth their own 
ha artis under the Charter of Punta del Este. 

be study mission found that too much emphasis has been placed 
on U.S. contributions and not enough on the responsibilities of the 
participating nations. 

f) Greater effort should be made to assure coordination among the 
various U.S. and international lending agencies. 

The Agency for International Development, the International 
Bank for Reconstruction and Development, the Export-Import Bank, 
and the Inter-American Development Bank are all in the bases of 
lending capital to Latin America. While regular reports on the status 
of loans before the various lending agencies are issued frequently 
there is still too little coordination. : : 

(g) Private enterprise should be encouraged. 

We should never lose sight of the fact that private investment is 
considered an integral part of the Alliance for Progress. Conse- 
quently, the study mission believes that less emphasis should be 
placed on government-to-government aid and more emphasis on 
stimulating both local private enterprise and investments of foreign 
capital. The constant objective, of course, must be to increase the 
productivity of the people. 

_(h) Encouragement of credit facilities should be given serious con- 
sideration in U.S. aid programing. 

In every country visited the study mission heard of the need for 
more and better credit facilities on more reasonable terms, for those 
engaged both in industry and agriculture, and for consumers. The 
study mission believes this could prove to be an important means of 
stimulating private business activity. 


3. Military Assistance 


(a) In the Latin American area emphasis in the military field should 
be placed on the training of personnel, internal security assistance, and 
cwie action programs. The supplying Sh modern sophisticated equip- 
ment, in response to local pressure, should be held to a minimum. 

The mutual ea en | that results from the training of Latin 
American military personnel in the United States continues to be 
extremely beneficial in our relations with most of the Latin American 
countries. In our efforts to combat Communist subversive activities 
the reasons for assistance for internal security purposes are obvious. 
The favorable impact of civic action programs has already been re- 
ferred to in our general observations. 


4, Peace Corps 


(a) Latin America should at this time be gi lority 4 
Corps nies € given priority in Peace 
he study mission found that Peace Corps volunteers are makin 
a notable contribution to U .S. relations with countries of that nee 
and that the demand for additional volunteers is great. 
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(b) The counterpart system, in which a local citizen serves side by 
side with a Peace Corps volunteer, is commended and should be instituted 
wherever possible. 

(c) Volunteers should be given more constant and specific supervision. 

While the study mission admired the personal initiative that some 
of the volunteers demonstrated, it was felt that the program would be 
even more beneficial if there were more preplanning and closer guidance. 

(d) Careful screening and training processes should be maintained. 
The planned expansion of the Peace Corps should not be permitted to 
dilute this preparatory process. 


5. Food-for-Peace Program 


(a) Specific plans should be made to identify the sources of the school 
lunch and Food-for-Peace programs, since many Latin American 
recipients seem unaware that the United States rs responsible for the 
programs. 


6. Student and Professor Exchange Programs 


(a) More students should be brought to the United States for academic 
studies under the auspices of private organizations and universities, as 
well as the U.S. Government. A vigorous program should be developed 
for the exchange of students and professors between colleges in the United 
States and Latin Ameria. 

The cross-fertilization of ideas that could result from a continuous 
relationship between a university in the United States and its Latin 
American counterpart would be valuable in creating deeper mutual 
understanding and would serve to prevent the holding of such dis- 
torted views as existed in the minds of many students with whom we 
talked. 


7. People-to-People Programs 

a. The U.S. Information Agency should take steps to encourage such 
programs. 

Although people-to-people programs have been undertaken in 
Latin America by individuals and private organizations in the United 
States, this has been done on a relatively small scale. Other civic- 
minded groups throughout the United States could also make a notable 
contribution to the building of good relations by similar undertakings. 

The U.S. Information Agency should seek means of stimulating 
this activity by sifting and Tsung requests for private help on small 
projects, facilitating contacts between groups and organizations in 
the United States and Latin America, and in such other ways as seem 
advisable. 
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3. The acceleration of the preparation of projects and programs for: 

a. land reclamation and land settlement, with a view to promoting more wide- 
spread ownership and efficient use of land, particularly of unutilized or under- 
utilized land; 

b. the increase of the productivity of land already in use; and 

c. the construction of farm-to-market and access roads. 

4. The adoption or acceleration of other government service programs designed 
particularly to assist the small farmer, such as new or improved marketing organi- 
zations; extension services; research and basic surveys; and demonstration, edu- 
cation, and training facilities. - 7 _ 
B. Measures for the improvement of housing and community facilities : 

1. The examination of existing policies in the field of housing and community 
facilities, including urban and regional planning, with a view to improving such 
policies, strengthening public institutions and promoting private initiative and 
participation in programs in these fields. Special consideration should be given 
to encouraging financial institutions to invest in low-cost housing on a long-term 
basis and in building and construction industries. 

2. The strengthening of the existing legal and institutional framework for 
mobilizing financial resources to provide better housing and related facilities for 
the people and to create new institutions for this purpose when necessary. Spe- 
cial consideration should be given to legislation and measures which would en- 
courage the establishment and growth of: 

a. private financing institutions, such as building and loan associations; 

b. institutions to insure sound housing loans against loss; 

c. institutions to serve as a secondary market for home mortgages; 

d. institutions to provide financial assistance to local communities for the 
development of facilities such as water supply, sanitation and other public works. 

Existing national institutions should be utilized, wherever practical and appro- 
priate, in the application of external resources to further the development of 
housing and community facilities. 

3. The expansion of home building industries through such measures as the 
training of craftsmen and other personnel, research, the introduction of new 
tecbniques, and the development of construction standards for low and medium- 
cost housing. — 

4. The lending of encouragement and assistance to programs, on a pilot basis, 
for aided self-help housing, for the acquisition and subdivision of land for low- 
cost housing developments, and for industrial housing projects. 


C. Measures for the improvement of educational systems and training facilities 


1. The reexamination of educational systems, giving particular attention to: 

a. the development of modern methods of mass education for the eradication 
of illiteracy; 

_ b. the adequacy of training in the industrial arts and sciences with due empha- 
sis on laboratory and work experience and on the practical application of knowl- 
edge for the solution of social and economic problems; 

c, the need to provide instruction in rural schools not only in basic subjects 

but also in agriculture, health, sanitation, nutrition, and in methods of home and 
comniunity improvement; 
_ d. the broadening of courses of study in secondary schools to provide the train- 
ing necessary for clerical and executive personnel in industry, commerce, public 
administration, and community service; 
_ & specialized trade and industrial education related to the commercial and 
industrial needs of the community; 

f. vocational agricultural instruction; 

g. advanced education of administrators, engineers, economists, and other 
professional personnel of key importance to economic development. 


D. Measures for ihe improvement of public health 


1. The reexamination of programs and policies of public health, givi ic- 
ular attention to: . B ce eer 
a. strengthening the expansion of national and local health services, especiall 
those directed to the reduction of infant mortality; ee y 
b. the progressive development of health insurance systems, including those 
ous for maternity, accident and disability insurance, in urban and rural 
2 


¢. the provision of hospital and health service in areas located away from main 
centers of population; 
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. d. the extension of public medical services to areas of exceptional need; : 
-.@ the strengthening of campaigns for the control or elimination of communi- 
eable diseases with special attention to the eradication of malaria; . 
f. the provision of water supply facilities for purposes of health and economic 
development; A 
. the training of public health officials and technicians; 
4 the strengthening of programs of nutrition for low-income groups. 


E.. Measures-for the mobilization of domestic resources 

1. This program shail be carried out within the framework of the maximum 
creation of domestic, savings.and_of the improvement of fiscal and financial 
practices; ; : 

2. The equity and effectiveness of existing tax schedules, assessment practices 
and colleesion caus eee examined with a view to providing additional 
reven' rt urpose 0: rogram; 

3. The allosntiea of tax revenues shall be reviewed, having in mind an adequate 
ovision of such revenues to the areas of social development mentioned in the 
Forceotne paragraphs. 


I. Crearron or a Speciau Funp ror Socian DevELOPMENT 


1. The delegates of the Governments of the Latin American republics welcome 
the decision of the Government of the United States to establish a Csetarn inter- 
American fund for social development, with the Inter-American Development 
Bank to become the primary mechanism for the administration of the fund. _ 

2. It is dndarstood. that the purpose of the special fund would be to contribute 
capital resources and technical assistance on flexible terms and conditions, in- 
cluding repayment in-loeal currency and the relending of repaid funds, in accord- 
ance with appropriate and selective criteria in the light of the resources available, 
to support the efforts of the Latin American countries that are prepared to 
initiate or expand effective institutional eee and to adopt measures 
to employ efficiently their own resources with a view to achieving greater social 
progress and more balanced economic growth. 


III. Measures ror Economic DEVELOPMENT 


The Special Committee : 

Havina IN view Resolution VII adopted at the Seventh Meeting of Consulta- 
tion of Ministers of Foreign Affairs expressing the need for the maximum con- 
tribution of member countries in hemisphere cooperation in the struggle against 
under eee in pursuance of the objectives of Operation Pan America, 

ts CONVICTION ; 

Bare Pet within the framework of Operation Pan America the economic develo 
ment of Latin America requires prompt neuron Sg exceptional breadth in the field 
international cooperation and domestic effort comprising: : 
a ‘suditional public and private financial assistance on the part of capital 
exporting countries of America, Western Europe, and international lending 

agencies within the framework of their charters, with special attention to: 

i. the need for loans on flexible terms and conditions, including, whenever 
advisable in the light of the hence - payments situation of individual countries, 

ibility of repayment in local currency ; 
ne eee eet abilite oF the adequate preparation and implementation of develop- 
ment projects and plans, within the framework of the monetary, fiscal and ex- 
change policies necessary for their effectiveness, utilizing as appropriate the 
technical assistance of inter-American and international agencies, 

iii, the advisability, in special cases, of extending foreign financing for the cover- 

f local expenditures; : ; 
sale mobilization of additional domestic capital, both public and private; 

c. technical assistance by the appropriate international agencies in the prepara- 
tion and implementation of national and regional Latin American development 

j lans; %. *a948 
Peers uesaaity for developing and strengthening credit facilities for small and 
medium private business, agriculture and industry. 


RECOMMENDS: ; 

1. That special attention be given to an expansion of long-term lending, 
particularly in view of the instability of exchange earnings of countries exporting 
primary products and of the unfavourable effect of the excessive accumulation of 
short- and medium-term debt on continuing and orderly economic development. 
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2. That urgent attention be given to the search for effective and practical ways, 
appropriate to each commodity, to déal with the problem of the instability of 
oe earnings of countries heavily dependent upon the exportation of primary 
pro UW i. ‘ etry + 


IV. MuntiaTeRaL Cooperation FOR! SOCIAL AND Economic PROGRESS 


The Special Committee, ; . 
ConsipeRInG the need for providing instruments and mechanisms for the 
implementation of the program of inter-American economic and social cooperation 


which would periodically review the progress made and propose measures for 
further mobilization of resources, 


RECOMMENDS: 


1. That the Inter-American Economic and Social Council undertake to orgaz 
nize annual consultative meetings to review the social and economic progress of 
member countries, to analyze and discuss the progress achieved and the problems 
encountered in each country, to exchange opinions on possible measures that, might 
be adopted to intensify further social and economic progress, within the framework 
of Operation Pan America, and to prepare reports on the outlook for the future. 
Such annual meetings should begin with an examination by experts and terminate 
with a session at the ministerial level. : 

9. That the Council of the Organization of American States convene within 60 
days of the date this Act a special meeting of senior government representatives to 
find ways of strengthening and improving the ability of the Inter-American Keo- 
nomic and Social Council to render effective assistance to governments with a view 
to achieving the objectives enumerated below, taking into account the proposal 
submitted by the delegation of Argentina in Document CECE/TITI-13: 

a. To further the economic and social development of Latin American countries; 

b. To promote trade between the countries of the Western Hemisphere as well 
as between them and extra-continental countries; 

ce. To facilitate the flow of capital and the extension of credits to the countries of 
Latin America both from the Western Hemisphere and from extra-continental 
sources. 

3. The special meeting shall: 

a. Examine the existing structure of the Inter-American Economic and Social 
Council, and of the units of the Secretariat of the Organization of American 
States working in the economic and social fields, with a view to strengthening 
and improving the Inter-American Economic and Social Council; 

b. Determine the means of strengthening inter-American economic and social 
cooperation by an administrative reform of the Secretariat, which should be given 
sufficient technical, administrative and financial flexibility for the adequate fulfill- 
ment of its tasks; 

c. Formulate recommendations designed to assure effective coordination between 
the Inter-American Economic and Social Council, the Economic Commission for 
Latin America, the Inter-American Development Bank, the United Nations and 
its Specialized pecans and other agencies offering technical advice and services 
in the Western Hemisphere. 

d. Propose procedures designed to establish effective liaison of the Inter- 
American Economic and Social Council and other regional American organiza- 
tions with other international organizations for the purpose of study, discussion 
and foneulietion in the fields of international trade and financial and technical 
assistance; 


e. And formulate appropriate recommendations to the Council of the Organ- 
ization of American States. 

In approving the Act of Bogot& the Delegations to the Special Committee, 
convinced that the people of the Americas can achieve a better life only within 
the democratic system, renew their faith in the essential values which lie at the 
base of Western civilization, and reaffirm their determination to assure the fullest 
measure of well-being to the people of the Americas under conditions of freedom 
and respect for the supreme dignity of the individual. 


aa 


Appgnpix IT 


The Charter of Punta del Este Establishing an Alliance for Progress 
oer “Within the Framework of Operation Pan America.’ 


nae, PREAMBLE 
We i i i isi ite in a common 
: American Republics, hereby proclaim our decision to unt 1 comm« 
Pl Gea our Deon accelerated economic progress and broader social justice 
within the framework of personal dignity and political liberty. sali sects 
© Altnost ‘two hundred years ago we eee eee een Pon oe bela 
for freedom which now inspires people in all p 8) bee eka 
nen 'd to hope by the revolutions of our young nations: 
ee Wow We must pee Sey meaning to thet ana. Been ef ee 
4 : turning point in history. e mer ou 
se ees Aine for the better life which today’s skills have placed Mee 
determined for themselves and their children to ay 
abundant lives, to gain access to knowledge and equ 
onditions which benefit the few at the expense 
It is our inescapable task to fulfill these 
just desir d forsaken of our. countries, een 
lands, that th creative poser © Key to ene Prouceess rests not 
Fone of Sects eae ns but. on ue indomitable spirit 
an which has been ican civilization. : 
inepired by these principles, and by t es of Operation Pan America 


i i solve to adopt the 
f Bogoté, the American Republics hereby reso , 
See eat of. action to establish and carry forward an Alliance for Progress 


“TITLE I. OBJECTIVES OF THE ALLIANCE FOR PROGRESS 


i i I) energies of the 
i ose of the Alliance for Progress to enlist the fu ‘ 
eeties and governments of the American republics in @ great palabras oo 
ie accelerate the economic and social development of the obama a" et 
Latin America, so that they may achieve maximum leve cae w sae pe ae 
equal opportunities for all, in democratic societies adapted to their 


Otte “American republics agree to work toward the achievement of the following 


in the present decade: : ; . 
fundamental som the participating Latin American con a prareerten 
sustained gro Oe ati sere able raat self. ned mining development, and 

levels of income capanie 0 | : Geeta oite 

ke Latin American income levels constantly arge a 
i iali i his way the gap between the 
ee a ee aa thoes oe the S ore developed countrics eve 
ee Si ifferences in income levels among the 
Depart aan accelerating the development of the 
them maximum priority 10 the 
ation in general. In evaluat- 
en not only of average 
so of indices of infant 


ectives within a reasonable time, 
country of Latin America should te not ee 
ar, and that each participating country shoul 
e light of its stage of social and econo 
d ability to mobilize national efforts [or 


apn oe ae the benefits of economic progress available to all citizens 


economic and social groups through 4 more equitable distribution of national 


i 

The - Economic and Social Council which beran a 

Ura special mest of hea conclodedo8 August 17, 1801, with the signing of a declaration and a charter 
, ¥ 2 xee 

by all members of the Organization of American States excep sss 
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.. ,:Cuapreg IIT, Inoreprare ano Sont-Tapm Action Muaguras .... 
v1. “Reeognizing that a number of: Latin Amhericin countries, despité-their best 
efforts, may require emergency financtal assistance, the United States will provide 
assistance from the funds which are or may be established for such purposes. «The 
pie een: eraety meee Papas peste avrg on ned ni gcannin for such assist- 
. Applications relating. isting situations sho be ssubmi ‘withir 
thé next 60 dave. oe eee ee <a ee iiss 
. Participating Latin American countries ‘should, in addition to creating or 
Papa toca ipsa a long-term: development, proaratnine, in cediately 
ease’ their efforts to accelerate their development by giving special ei i 
to the following objectives: ‘ : e i ica fae supe 
a. e completion of projects already under way and the initiation of 
projects for which the basic studies have been made, in order to gecslorate 
their financing and execution. no ; ao 
b. The implementation of new projects which are designed-- - - an Ma 
(1) To meet the most pressing social needs and benefit directly the 
greatest number of people:- Mes vo a 
(2) To concentrate efforts within each country in the less developed 
ae mete depressed areas in which particularly serious social problems 
(3) To utilize idle capacity or resou ti saci 
Satbeeee ana pacity rees, particularly under-erhployed 
- oO. Je iehbed cnt assess natural resources. 3 
c. e facilitation of the preparation and executi = 
Grow) mesa designed para ecution of long-term programs 
(1) To train teachers, technicians, and specialists; 
(2) To provide accelerated training to workers and farmers; 
ie To improve basic statistics; : 


ree 


a 


4) To establish needed credit and marketing facilities; and 
2 ee 5) a ee and administration. : 
- ted States assist in carrying out these short-term i 
& view to achieving concrete results from the Alliance for Proecend Be cori 
possible moment. In connection with the measures set forth above, and in 
accordance with the statement of President Kennedy, the United States will 
provide assistance under the Alliance, including assistance for the financing of 


Ae lag: Den aa totaling more than one billion doliars in the year ending 


Cuarrer IV. Exrernat Assistance IN Suprort or NaTioNaAL DEVELOPMENT 
PRrocRams 


1. The economic and sacial development of Latin America wi i 
on ? e will re 
amount of additional public and private financial assistance on the pane en 
exporting countries, including the members of the Development Assistance Grou 
gpd international lending agencies. The measures provided for in the Act of 
ogoté and the new measures provided for in this Charter, are designed to create 


a framework withi i iti i i 
es oe hin which such additional assistance can be provided and effec- 


2. The United 


States will assist those partici i i 
f pating countr - 
ment programs establish self-help measures and ecomouiie eat essai olin ene 


programs consistent with the goals and principles of this Chart 
ment the domestic efforts of such countries, the United States is ae mae 
at ee which, along with those anticipated from other external sources 
bts ene a prope Poh eee iret 2 realize the goals envisaged in this 
2 e will be allocated to both social and economie d 
ment and, where appropriate, will take the form of oe teas 
re ill tak ants or loa i 
oe and conditions. The participating countries will Fagaest fe ne 
other capital-exporting countries and appropriate institutions so that they ma 
Pe ia ahora toed the eae of these objectives i : z 
: e Uni ates will assist in the financing of technical assist: j 
proposed by a participating country or by the General Searetaciat: eon 
ization of Ferrets States for the purpose of — oe 
a. Providing experts contracted in agreement with governm 
wee eee ens sie them in the preparation of seo Piet 
a ¢ the strengthening of national mechani i 
projects, using specialized engineering firms een capsapeate Reis 


b. Carrying out, pursuant to existing agreements for cooperation aniong the 


General Secretariat of the Organization of American States, the Economic 
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Commission for Latin America, and the Inter-American Development Bank, 
field, investigations .and studies, including those relating to development 
problems, the organization of national planning agencies and the preparation 
of development programs, agrarian reform and rural development, health, 
cooperatives, housing, education and professional training, and taxation and 
tax administration; and : 

oes meetings of experts and officials on development and related 
problems. ; ; 

The governments or above mentioned organizations should, when appropriate, 
seek the. cooperation of the United Nations and its specialized agencies in the 
execution of these activities. 

4. The participating Latin American countries recognize that each has in vary- 
ing degree a capacity to assist fellow republics by providing technical and financial 
assistance. They recognize that this capacity will increase as their economies 
grow. They therefore affirm their intention to assist fellow republics increasingly 
as their individual circumstances permit. 


CHAPTER V. ORGANIZATION AND PROCEDURES 


1. In order to provide technical assistance for the formulation of development 
programs, as may be requested by participating nations, the Organization of 
‘American States, the Economic Commission for Latin America, and the Inter- 
‘American Development Bank will continue and strengthen their agreements for 
coordination in this field, in order to have available a group of programming 
experts whose service can be used to facilitate the implementation of this Charter. 
The participating countries will also seek an intensification of technical assistance 
from the specialized agencies of the United Nations for the same purpose. 

2. The Inter-American Economic and Social Council, on the joint nomination 
of the Secretary General of the Organization of American States, the President of 
the Inter-American Development Bank, and the Executive Secretary of the United 
Nations Economic Commission for Latin America, will appoint a panel of nine 
high-level experts, exclusively on the basis of their experience, technical ability, 
and competence in the various aspects of economic and social development. The 
experts may be of any nationality, though if of Latin American origin an appro- 

riate geographical distribution will be sought. They will be attached to the 
Fite Americad Economic and Social Council, but will nevertheless enjoy complete 
autonomy in the performance of their duties. They may not hold any other 
remunerative position, The appointment of these experts will be for a period 
of three years, and may be renewed. 

3. Each government, if it so wishes, may present its program for economic and 
social development for consideration by an ad hoc committee, composed of no 
more than three members drawn from the panel of experts referred to in the 

receding paragraph together with an equal number of experts not on the papel. 

he experts who compose the ad hoe committee will be appointed by the Secretary 
General of the Organization of American States at the request of the interested 
government and with its consent. 

4. The committee will study the development program, exchange opinions 
with the interested government as to possible modifications and, with the consent 
of the government, report its conclusions to the Inter-American Development 
Bank and to other governments and institutions that may be prepared to extend 
external financial and technical assistance in connection with the execution of 
the program. ; 

5. In considering a development program presented to it, the ad hoc committee 
will examine the consistency of the program with the principles of the Act of 
Bogoté and of this Charter, taking into account the elements in the Appendix. 

The General Secretariat of the Organization of American States will provide 
the personnel needed by the experts referred to in paragraphs 2 and 3 of this 
Chapter in order to fulfill their tasks. Such personnel may be employed specifi- 
cally for this purpose or may be made available from the permanent staffs of the 
Organization of America States, the Economic Commission for Latin America, 
and the Inter-American Development Bank, in accordance with the present 
liaison arrangements between the three organizations. The General Secretariat 
of the Organization of American States may seek arrangements with the United 
Nations Secretariat, its specialized agencies and the Inter-American Specialized 
Organizations, for the temporary assignment of necessary personnel. 

7. A government whose development program has been the object. of recom- 
mendations made by the ad hoe committee with respect to external financing 
requirements may submit the program to the Inter-American Development Bank 
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so that the Bank may undertake the negotiations required to obtain such financing, 
including the organization of a consortium of credit institutions and governments 
disposed to contribute to the continuing and systematic financing, on ‘appropriate 
terms, of the development program. However, the government will have full 
freedom to resort through any other channels to all sources of financing, for the 
pu of obtaining, in full or in , the required resources. 

e ad hoc committee shall not interfere with the right of each government 
to formulate its own goals, priorities, and reforms in its national development 
programa. . . 

ihe recommendations of the ad hoc committee will be of great importance in 
determining the distribution of public funds under the Alliance for Progress 
which contribute to the external financing of such programs. These reeommenda- 
tions shall give special consideration to Title 1.1. 

‘The participating governments will also use their good offices to the end that 
these recommendations may be acvepted as a faetor of great importance in the 
decisions taken, for the same purpose, by inter-American credit instittttions, other 
international credit agencies, and other friendly governments which may be 
potential sources of capital. : 

8. The Inter-American Economic and Social Council will review annually 
the progress achieved in the formulation, national implementation, and inter- 
national financing of development programs; and will submit to the Council of 
the Organization of American States such recommendations as it deems pertinent. 


E.ewents or Nationa, DeveLopment Programs 


1. The establishment of mutually consistent targets to be aimed at over the 
program period in expanding productive capacity in industrv, agriculture, min- 
ing, transport, power and communications, and in improving conditions of urban 
and rural life, including better housing, education and health. 

2. The assignment of priorities and the description of methods to achieve the 
targets, including specific measures and major ‘projects. Specific development 
projects should be justified in terms of their relative costs and benefits, including 
their contribution to social productivity. 

3. The measures which will be adopted to direct the operations of the public 
sector and to encourage private action in support of the development program. 

4, The estimated cost, in national and foreign currency, of major projects and 
of the development program as a whole, year by year over the program period. 

5. The internal resources, public and private, estimated to become available 
for the execution of the programs. 

6. The direct and indirect effects of the program on the balance of payments, 
and the external financing, public and private, estimated to be required for the 
execution of the program. 

_ 7. The basic fiscal and monetary policies to be followed in order to permit 
implementation of the program within a framework of price stability. 

8. The machinery of public administration—including relationships with local 
pavernments, decentralized agencies and nongovernmental organizations, such as 
abor organizations, cooperatives, business and industrial organizations—to be 
used in carrying out the program, adapting it to changing circumstances and 
evaluating the-progress made. 


TITLE II. ECONOMIC INTEGRATION OF LATIN AMERICA 


The American Republies consider that the broadening of present national 
markets in Latin America is essential to accelerate the process of economic 
development in the hemisphere. It is also an appropriate means for obtaining 
greater productivity through specialized and complementary industrial produc- 
tion which will, in turn, facilitate the attainment of greater social benefits for the 
inhabitants of the various regions of Latin America. The broadening of markets 
will also make possible the better use of resources under the Alliance for Progress. 
Consequently, the American Republics recognize that: 

1. The Montevideo Treaty (because of its flexibility and because it is open to 
adherence of all of the Latin American nations) and the Central American Treaty 
sel palrvatengel Tteareton oe ee Firat hcg fs the ae of these 
re) , a8 Was reco in ution No. of th i ion 
of Kae Eker Commiesion for wo America. aad eres 

. The integra ion process can be intensified and accelera not only by the 
specialization resulting from the broadening of markets rine ty the liberalization 
of trade but also through the use of such instruments as the agreements for 
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complementary. production within economic sectors provided for in the Montevideo 
Treaty. ; : ; 
_-{n order to insure the balanced and complementary economic expansion 0 
an rae 9,8 involved, the integration process shauld take into account, on 
a flexible basis, the condition of countries at a relatively less advanced ila Se 
economic development, permitting them to be granted special, fair, and equitable 


race n in Latin America, it is advisable 
the Latin American Free Trade 
to the Central American Economic 
of these groups and other Latin 
d be established within the limits 

ts. ; 
untries should coordinate their actions to meet the 
score d to their foreign trade in world markets, particu- 
n restrictive and discriminatory policies of extra- 

oups. . 

eS canes the Alliance for Progress, special atten- 
investments for multinational projects that will 
cess in all its aspects, but also to 
and to the growing expansion of 


pro to promote the balanced 
the 


fin Ameri i i institutions for 
5 ups of Latin American countries have their own institu 
snancing ecm inegaton, the Basing rere. Pe Ph sped 
rank sone ee ne dedenr her th of existing regional inte- 
to regional financing designed to further the Bd pi f in ee Bank 
ion i the cooperation of the nter-American Develop: 
Ce akL atone in channeling extra-regional contributions which may be granted 


king effective a policy for the financing of 

Sa ie ta ach che International Monetary 
to providing a means for solving 

that may occur in countries participat- 


mmunications 
In order to 
it is advisable 
munication 


11. The motion 
an effective way to ac 


i tor is essential to economic 
14. vate Bec se 
tegrati those countries in which free enter 
ae ‘oae er a : ie by the pertinent national public 
ceenciee, tar fr hin facilitate and guide it, thus 
? 


oPaB. As the 
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TITLE IV. BASIC EXPORT COMMODITIES 


The American Republics recognize that the ec i 

e ( ) 2 onomic developm i 
ane requires expansion of its trade, a simultaneous and pstdendatgeriaty thence 
in bakes exchange incomes received from exports, & lessening of cyclical or 
eg te phic cbopatges tel in the incomes of those countries that still depend heavily 
a Dove ait materials, and the correction of the secular deterioration in 


They therefore agree that the following measures should be taken: 
eee I. National Measures 
ational measures affecting ¢ i i i 
a applied in sia g commerce in primary products should be directed 
. Avoid undue obstacles to the e i i : 
2 Avoid pening ators ia xpansion of trade in these products; 
. Improve t i i i 
stabilization; ane efficiency of international plans and mechanisms for 
. Increase their present markets and i 
compatible with rapid development. Spree etsy perenne 
Thee: 
. Importing member countries should reduce and if possible elimi 
peat as ae all restrictions and discriminatory piacere atecting tus 
ee ain san Oe dee is Prine preaict elude those with the 
these restrictions are imposed tem aril f eee or enna die 
fications, to hasten the economic devel Laas Lar) eae Pecal nitions. oF 
é e : t of less developed nati 
to establish basic national reserves Tacor i fed “ahould aleo’'be 
e_ porting countries sh: 
Bear ie support, by adequate regulations, stabilization pea te fare 
pigs ue - that may be agreed upon with producing countries. 2 
arc bres ustrialized countries should give special attention to the need for 
ripe ning Pete ec he oe bes ies ae countries. Therefore, 
their international obligations, these h which oes ccicaa advances 
to less developed countries 30 as ie hirot ag reat fratiices terade mn re 
) permit the rapid i i 
aaiiee e view of the great need for this rapid aevelopiient, Ba ncuiasiead 
aes a ee ee 
; : yhich prevent the achievement of thi jective. 
C: Producing member countries hould stat tng Paneadt 
: r formulate their pl 
tion and export, taking account of their ff See a ue 
c c : + on world markets and of 
necessity of supporting and improvin She ffecti eeeieuiscal 
stabilization programs and eciaians: Si fs ila Ray es ea 
: : : isms. ly they should try t i 
increasing the uneconomic production of eae i : ea andes 
better conditions in the less devel ey tan Mae ane e ieee ars 
fee ait an tie conde moped countries of the Continent, in which 
3 portant source of 
aoe ea oe nou adopt all necessary eee ase tech- 
is ing new uses ~ i 
se tae that are most tepartane to Soe ee eee eee 
withis beens ae should try to. reduce, and, if possible, eliminate 
asonable time export subsidies and.other measures which cause 


instability in the mark i iti i 
ore cane. ets for basic commodities and excessive fluctuations in 


Chapter II, International Cooperation Measures 


1. Member co i 
designed: r countries should make coordinated, and if possible, joint efforts 


a. To eliminate i i 
pe contin: as soon as possible undue protection of the production of 


b. To eliminate taxes and r i i i i 
age es consumption of Fateoear inert Avera Sasi earl 
Pa pheae sand preferential agreements and other measures which limit 
pone se bed ion of Latin American basic products and their access t 
ional markets, especially the markets of Western European soulitrios 


in process of economic inte 
peor omics Bad gration, and of countries with centrally planned 


d. To adopt the necessary consultation mechanisms so that their market- 


ing policies will not 
Boe ae aities have damaging effects on the stability of the markets for 
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2. Industrialized countries should give maximum cooperation to less developed 
countries so that their raw material exports will have the greatest degree of proc- 
essing that is economic. 

3. Through their representation in international financial organizations, 
member countries should suggest that these organizations, when considering, 
loans for the promotion of production for export, take into account the effect of 
such loans on products which are in surplus in world markets. 

4, Member countries should suppor’ the efforts being made by international 
commadity study groups and by the Commission on International Commodity 
Trade of the United Nations. In this connection, it should be considered that 
producing and consuming nations bear a joint responsibility for taking national 
and international steps to reduce market instability. 

5. The Secretary General of the Organization of American States shall convene 
a group of experts appointed by their respective governments to meet before 

November 30, 1961, and to report, not later than March 31, 1962, on 0 easures to 
provide an adeq uate and effective means of offsetting the effects of fluctuations in 
the volume and prices of exports of basic products. The experts shall: 

a. Consider the questions regarding compensatory financing raised during 
the present meeting; 

b. Analyze the proposal for establishing an international fund for the 
stabilization of export receipts contained in the Report of the Group of 
Experts to the Special Meeting of the Inter-American Economic and Social 
Council, as well as any other alternative proposals; 

c, Prepare a draft plan for the creation of mechanisms for compensatory 
financing. This draft plap should be circulated among the member Govern- 
ments and their opinions obtained well in advance of the next meeting of the 
Commission on International Commodity Trade. . 

6. Member countries should support the efforts under way to improve and 
strengthen international commodity agreements and should be prepared to 
cooperate in the solution of specific commodity problems. Furthermore, they 
should endeavor to adopt adequate solutions for the short- and long-term problems 


affecting markets for such commodities so that the economic interests of pro- 
ducers and consumers are equally safeguarded. . 

7. Member countries should request other producer and consumer countries to 
cooperate in stabilization programs, bearing in mind that the raw materials of 
the Western Hemisphere are also produced and consumed in other parts of the 
world. 

8. Member countries recognize that the disposal of accumulated reserves and 
surpluses can be a means of achieving the goals outlined in the first chapter of this 
Title, provided that, along with the generation of local resources, the consumption 
of essential products in the receiving countries is immediately increased. The 
disposal of surpluses and reserves should be carried out in an orderly manner, 10 
order to: : ; ‘ 

‘a. Avoid disturbing existing commercial markets in member countries, and 
b. Encourage expansion of the sale of their products to other markets. 

However, it is recognized that: . \ 

a. The disposal of surpluses should not displace commercial sales of 
identical products traditionally carried out by other countries; and : 

b. Such disposal cannot substitute for large scale financial and technical 
assistance programs. 

In Wrrvess WaeErzor this Cc 
the seventeenth day of August, i : at 

The original text shall be depo 1 an American Union, 
through the Secretary General of the Speci d copies 
may be sent to the Governments of the Member ation of 


American States. 
The records of the Conference include a statement that the only authoritative 


text of agreements reached during the Conference is contained in the Charter of 
Punta del Este and in the specific resolutions passed by the Conference. 
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E..GOSTA RICA 
Financial, data—Obligations and commitments 
[Millions of doilars and dollar equivalents] 


Fiscal year | Fiscal year | Fiscal years 
1961 1962 1946-62 


Agency for Internationa! Development, total: ; 
Technical scope eson development grants. 
Development lo: 
Gicia) peocress Glee Raid 
progress freer 
Food for peace (Public Law 480), total: 
eo a cone. Se See a Taras 
les agreemen - - - 
Title IL. 3 


ee ee ee en 


E t-Import Bank: Long-term loans. 
Other U.8_ economic geristans ce 


U.N. annie assistance (calendar year ending in fiscal 
year 

International Development Association 

Inter-American Development Bank 


yments and interest: 
Bepotemport Bask dong tr 
xport-Impor' long term 
Other Government loans 


1 Less than $50,000. 


Apprenpix IV 


Alliance for Progress appropriations 
{In millions of dollars} 


hc a St me 


1 year | Fiscal year 
ia 19832 


Development 
Development 


1 No year funds, appropriated on May 27, 1961 (Public Law 87-41), effectively available in fiscal year 1962 
a ter. 
ond ee Law 87-872, approved Oct. 23, 1962. re 


APPENDIX V 


Other foreign aid to Latin America 
[In millions of dollars] 


International lending tions: 
International Bank for Reconstruction and Development 
International Finance Corporation 
International Develo nent Association. 
Inter-American Develo 
United Nations Tech 
United Nations Special Fund --...-..-..--.....---------5---------2-- 
European Development Fund of the European Economic Community!. 


Motel... oo na cn ee en een eee meee en tenn cet w een c anne ee mes 


Export-Import Bank: 
Loan authorizations, repayable over 5 years or longer. 


Medium and eee term loans ( inary) 


Food for Peace (Pub! 


1 Data through May 31, 1962. 
66 


O 


ic Law 480): Title I 634.4; other: 264.3. .......-..-------------- 


through fiscal 
year 1962 


orl momo 


year 1962 


3, 360.9 
798.7 
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THE WHITE HOUSE 


WASHINGTON 
April 4, 1964 
MEMORANDUM FOR JACK VALENTI 
SUBJECT: Panama Declaration 

1. I refer to your interest in getting the official 
version of the joint declaration on Panama. 

2. Attachedis an original signedtext. Please 
return it to me when you are done with it so that I 
can have it re-deposited in the appropriate section 
of the State Department. (State is nervous about 


its safe-keeping). 


3, Also of possible interest is a copy of the 
pertinent OAS document. 


Ca 


Gordon Chase 


i 


COUNCIL OF THE ORGANIZATION OF aNERICAN ST..TLS OEA/Ser .G/VIT 
ACTING PROVISIONALLY aS ORGAX OF CONSULTATION OC/Res. 4 Feb. 6444-2 
IN ACCORDANCE WITH THE RESOLUTION DaTuD (English-Spanish) 
FEBRUARY 4, 1964 3% April 1964 
Original: Spanish-English 


1 LTE Soe porter 


GENERAL COMMITTEE 


The Chairman of the General Committee of the Council of the Organ- 


me SOE te PERT 


ization of American States acting provisionally as Organ of Consultation 
is pleased to announce that the duly authorized Representatives of the 


governments of the Republic of Panama and of the United States of America 


fea ee NREL GS EE Ws Ga ON eS 


have agreed, on behalf of their governments, to a Joint Declaration which 


in the English and Spanish languages reads as follows: 


JOINT DECLARATION 


"In accordance with the friendly declarations of the Presidents 
of the United States of America and of the Republic of Panama of the 
2lst and 24th of March, 1964, respectively, annexed hereto, which are 
in agreement in a sincere desire to resolve favorably all the dif- 
ferences between the two countries; 


"Meeting under the Chairmanship of the President of the Council 
and recognizing the important cooperation offered by the Organization 
of American States through the Inter-American Peace Committee and the 
Delegation of the General Committee of the Organ of Consultation, the 
Representatives of both governments have agreed: 


si Lin so gi spittle, Heceleerroetdtn 3. 
ST EES TT oe eh x 


"J, To re-establish diplomatic relations. 


"2, To designate without delay Special Ambassadors with 
sufficient powers to seek the prompt elimination of 
the causes of conflict between the two countries, 
without limitations or preconditions of any kind. 


That therefore, the Ambassadors designated will begin 
immediately the necessary procedures with the objective 
ef reaching a just and fair agreement which would be 
subject to the constitutional processes of each country. 


Washington, D.C es 
April 3, 1964" 


~ o= 


DECLaARACION CONJUNTA 


"De conformidad con las amistos.s declaraciones de los Presiden- 
tes de los Estados Unidos de América y de la Repfiblica de Panam& del 21 
y 24 de marzo de 1964, respectivamente, adjuntas a la presente, que coin- 
ciden en un sincero deseo de resolver favorablemente todas las dife- f 
rencias de los dos paises; 


"Reunidos bajo la Presidencia del senor Presidente del Consejo 
y luego de reconocer la valiosa cooperaci6én prestada por la Organi- i 
zacién de los Estados Americanos a través de la Comisién Interame- : 
ricana de Paz y de la Delegaci6n de la Comisién General del Organo 
de Consulta, los Representantes de ambos gobiernos han acordado: 


"1, Restablecer relaciones diplom4ticas. 


"2. Designar sin demora Enbajadores Especiales con poderes 
suficientes para procurar la pronta eliminacién de las 
causas de conflicto entre los dos pafses, sin limitaciones 


ni precondiciones de ninguna clase. 


En consecuencia, los Embajadores designados iniciar&n de 
inmediato los procedimientos necesarios con el objeto de 
llegar a un convenio justo y equitativo que estaria sujeto : 
a los procedimientos constitucionales de cada pais. 


Washington, D.C., 
3 de abril de 1964" 


The Chairman of the General Committee of the Council of the Organ- 


ization of American States acting provisionally as Organ of Consultation 


records that the parties agree that both texts are equally authentic and 


that the words "agreement" in the English version and "convenio'" in the 


Spanish version cover all possible forms of international engagements. 


Washington, D.C. 
april 3, 1964 


a ANEXO I 


TEXT OF STATEMENT MADE BY THE PRESIDENT OF THE UNITED STATES 
MARCH 21, 1964 


The present inability to resolve our differences with Panama is a 
source of deep regret. 


Our two countries are not linked by only a single agreement or a 
Single interest. We are bound together in an Inter-American System whose 

objective is, in the words of the Charter, "through mtual understanding : 
and respect for the sovereignty of each, to provide for the betterment 5 
of all." 


Under the many treaties and declarations which form the fabric of 
that system, we have long been allies in the struggle to strengthen 
democracy and enhance the welfare of our people. 


Our history is witness to this essential unity of interest and : 
belief. Panama has unhesitatingly come to our side, twice in this cen- ‘ 
tury, when we were threatened by aggression. On December 7, 1941 Panama 
declared war on our attackers even before our own Congress had time to 

act. Since that war, Panama has wholeheartedly joined with us, and our 
sister republics, in shaping the agreements and goals of this continent. 


We have also had a special relationship with Panama, for they have 
shared with us the benefits, the burden and trust of maintaining the 
Panama Canal as a lifeline of defense and a keystone of hemispheric 
prosperity. All free nations are grateful for the effort that have given 
to that task. 


As circumstances change, as history shapes new attitudes and expec- 
tations, we have reviewed periodically this special relationship. 


We are well aware that the claims of the Government of Panama, and 
of the majority of the Panamanian people, do not spring from malice or 
hatred of America. They are based on a deeply felt sense of the honest 
and faif needs of Panama. Is is, therefore, our obligation as allies 

and partners to review these claims and to meet them, when meeting them 
is both just and possible. 


We are ready to do this. 


We are prepared to review every issue which now divides us, and 
every problem which the Panamanian Government wishes to raise. 


We are prepared to do this at any time and at any place. 


-~ iw 


As soon as he is invited by the Government of Panama, our Ambassador 
will be on his way. We shall also designate a special representative. 
He will arrive with full authority to discuss every difficulty. He will 
be charged with the responsibility of seeking a solution which recognizes 
the fair claims of Panama and protects the interest of all the American 
nations in the Canal. We cannot determine, even before our meetings, 
what form that solution might best take. But his instructions will not 
prohibit any solution which is fair, and subject to the appropriate 
constitutional processes of both our governments. 


I hope that on this basis we can begin to resolve our problems and 
move ahead to confront the real enemies of this hemisphere--the enemies 
of hunger and ignorance, disease and injustice. I know President Chiari 
shares this hope. For, despite today's disagreements, the common values 
and interests which unite us are far stronger and more enduring than the 
differences which now divide us. 


oes ANEXO II 


DECLARACIONES FORMULADAS EL 24 DE MARZO DE 1964 POR EL 
EXCELENTISIMO SENOR PRESIDENTS DE LA REFUBLICA DE PANAMA 
DON ROB&RTO F. CHIARI 


Considero muy interesantes las declaraciones del Presidente Johnson. 
Em muchos aspectos sus apreciaciones sobre las relaciones entre Panama y 

Estados Unidos son constructivas. Ambos paises se encuentran vinculados ' 
muy de cerca por el comin interés de la via interocednica. Durante las Fi 
dos grandes guerras mundiales Panam& y Estados Unidos unieron sus esfuer~- 
ZOS y, proporciones guardadas, contribuyeron a la victoria de la causa de 
la democracia como sistema de gobierno. 


No obstante lo anterior, ambas naciones han tenido serias dificulta- 
des debido a cl4usulas contractuales existentes desde 1903 que lesionan 
la dignidad de Panam&. Zs alli donde esta la causa de los graves conflic- 
tos que en la actualidad nos mantienen distanciados. Si el Canal exige : 
la convivencia sincera de panamefios y norteamericanos, si para las dos na- 4 
ciones implica derechos y deberes, no comprendo por qué se elude la nece- 
sidad de ir al fondo de la cuestién para erradicar las causas de conflicto, 
sin precondiciones ni limitaciones, animados ambos gobiernos por el deseo 
de solucionar una vez por todas las diferencias y los problemas que afec~ 
tan las relaciones amistosas y sinceras que deben y tienen que prevalecer 
entre ambos pueblos, precisamente por la existencia del Canal, obra a la i 
cual est&4n vinculados los dos paises. 


Con acierto reconoce el Presidente Johnson en su declaracién, que no ; 
hay malicia ni odio en los reclamos de Panama, porque son justos y since- : 
rose Del texto de sus declaraciones se desprende el propésito de que las 

relaciones se restablezcan y se designen Representantes Especiales para 

solucionar estos asuntos. Si esto nos ha de llevar a un convenio justo 

y equitativo, yo estoy dispuesto a actuar en ese sentido. For ello rei- 

tero mi apoyo a la férmula anunciada por la OH., Llegariamos asi a una 

solucién clara, a una definicién precisa de las obligaciones y de los de- 

rechos de las dos naciones, para resolver en esa forma todos sus proble- 

mas y diferencias, que nos traeria un clima de sincera y estrecha convi- 

vencia, indispensable para la seguridad continental, y la estabilidad del 

sistema democr&tico. 


Mientras ambos paises se ponen de acuerdo y se lienan los trémites — 
constitucionales correspondientes, es obvio que cada uno cumplira sus de- 
beres y obligaciones a fin de no entorpecer las operaciones de la via 

interoceanica, 


COUNCIL OF THE ORGaNIZATION OF aNERICAN ST..TLS OEA/Ser G/VII ; 


ACTING PROVISIONALLY AS ORGAN OF CONSULTATION oC/Res. 4 Feb. 64/CG2 : 
IN ACCORDANCE WITH THE RESOLUTION DaTiD (English-Spanish) : 
FEBRUARY 4, 1964 % April 1964 : 


Original: Spanish-English 


GENERAL COMMITTEE 
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The Chairman of the General Committee of the Council of the Organ- 


ization of American States acting provisionally as Organ of Consultation 


OSS 27 LAS TU 


is pleased to announce that the duly authorized Representatives of the 


ace 


governments of the Republic of Panama and of the United States of America 


Ten obs, Shes 


have agreed, on behalf of their governments, to a Joint Declaration which 


in the English and Spanish languages reads as follows: 


JOINT DECLARATION 


"In accordance with the friendly declarations of the Presidents 
of the United States of America and of the Republic of Panama of the E 
2lst and 24th of March, 1964, respectively, annexed hereto, which are 
in agreement in a sincere desire to resolve favorably all the dif- 4 
ferences between the two countries; 


"Meeting under the Chairmanship of the President of the Council 
and recognizing the important cooperation offered by the Organization 
of American States through the Inter~American Peace Committee and the 
Delegation of the General Committee of the Organ of Consultation, the 
Representatives of both governments have agreed: 


"1, To re-establish diplomatic relations. 


"2, To designate without delay Special Ambassadors with 
sufficient powers to seek the prompt elimination of 
the causes of conflict between the two countries, 


without limitations or preconditions of any kind. 


That therefore, the Ambassadors designated will begin 
immediately the necessary procedures with the objective 
ef reaching a just and fair agreement which would be 

subject to the constitutional processes of each country. 


Washington, D.Ce, 
April 3, 1964" 


aoa 


DECLiR.CION CONJUNTA 


"De conformidad con las amistosus declaraciones de los Presiden-~ 
tes de los Estados Unidos de América y de la Reptiblica de Panam4 del 21 
y 24 de marzo de 1964, respectivamente, adjuntas a la presente, que coin- 
ciden en un sincero deseo de resolver favorablemente todas las dife- 
rencias de los dos pafses; 


"Reunidos bajo la Presidencia del senor Presidente del Consejo 
y luego de reconocer la valiosa cooperaci6n prestada por la Organi~ 
zacién de los Estados Americanos a través de la Comisi6n Interame- 
ricana de Paz y de la Delegacién de la Comisi6n General del Organo 
de Consulta, los Representantes de ambos gobiernos han acordado: 


"], Restablecer relaciones diplom&ticas, 

"2, Designar sin demora Embajadores Especiales con poderes 
suficientes para procurar la pronta eliminaci6n de las 
causas de conflicto entre los dos paises, sin limitaciones 
ni precondiciones de ninguna clase, 

En consecuencia, los Embajadores designados iniciar&n de 
inmediato los procedimientos necesarios con el objeto de 
llegar a un convenio justo y equitativo que estaria sujeto 
a los procedimientos constitucionales de cada pais. 

Washington, D.C., 

3 de abril de 1964" 

The Chairman of the General Committee of the Council of the Organ- 
ization of American States acting provisionally as Organ of Consultation 
records that the parties agree that both texts are equally authentic and 
that the words "agreement" in the English version and "convenio" in the 
Spanish version cover all possible ferms of international engagements. 


Washington, D.C. 
april 3, 1964 


RESET 


oiEds eee 


a, 


a twiniates® Fah 


Leah 


OSB aie Hien PK 


Ye 
if 
5 
& 
i 
df 
fe 


ea te 
P niebe PARSE 


fe 


Tat alee Sel ogee MES 


Sgn ANEXO I 


TEXT OF STATEMENT MADE BY THE PRESIDENT OF THE UNITED STATES 
MARCH 21, 1964 


The present inability to resolve our differences with Panama is a 
source of deep regret. 


Our two countries are not linked by only a single agreement or a 
single interest. We are bound together in an Inter-American System whose 
objective is, in the words of the Charter, "through mutual understanding 
and respect for the sovereignty of each, to provide for the betterment 


of all." 


Under the many treaties and declarations which form the fabric of 
that system, we have long been allies in the struggle to strengthen 
democracy and enhance the welfare of our people. 


Our history is witness to this essential unity of interest and 
belief. Panama has unhesitatingly come to our side, twice in this cen- $ 
tury, when we were threatened by aggression. On December 7, 1941 Panama = 
declared war on our attackers even before our own Congress had time to : 
act. Since that war, Panama has wholeheartedly joined with us, and our 
sister republics, in shaping the agreements and goals of this continent. 


We have also had a special relationship with Panama, for they have 
shared with us the benefits, the burden and trust of maintaining the 


Panama Canal as a lifeline of defense and a keystone of hemispheric a 
prosperity. All free nations are grateful for the effort that have given : 
to that task. 


As circumstances change, as history shapes new attitudes and expec- 
tations, we have reviewed periodically this special relationship. 


We are well aware that the claims of the Government of Panama, and 
of the majority of the Panamanian people, do not spring from malice or 
hatred of America. They are based on a deeply felt sense of the honest 
and faif needs of Panama. Is is, therefore, our obligation as allies 

and partners to review these claims and to meet them, when meeting them 
is both just and possible. 


We are ready to do this. 


We are prepared to review every issue which now divides us, and 
every problem which the Panamanian Government wishes to raise. 


We are prepared to do this at any time and at any place. 


-4 


As soon as he is invited by the Government of Panama, our Ambassador 
will be on his way. We shall also designate a special representative. 

He will arrive with full authority to discuss every difficulty. He will 
be charged with the responsibility of seeking a solution which recognizes 
the fair claims of Panama and protects the interest of all the American 
nations in the Canal. We cannot determine, even before our meetings, 
what form that solution might best take. But his instructions will not 
prohibit any solution which is fair, and subject to the appropriate 
constitutional processes of both our governments. 


I hope that on this basis we can begin to resolve our problems and 
move ahead to confront the real enemies of this hemisphere--the enemies 
of hunger and ignorance, disease and injustice. I know President Chiari 
shares this hope. For, despite today's disagreements, the common values 
and interests which unite us are far stronger and more enduring than the 
differences which now divide us. 
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DECLARACIONES FORMULADAS EL 24 DE MARZO DE 1964 POR 3L 
EXCELENTISIMO SENOR PRESIDENTE DE LA REPUBLICA DE PANAMA 
DON ROBERTO F,. CHIARI 


Considero muy interesantes las declaraciones del Presidente Johnson. 
En muchos aspectos sus apreciaciones sobre las relaciones entre Panama y 
Estados Unidos son constructivas. Ambos paises se encuentran vinculados 
muy de cerca por el comin interés de la via interoce4nica. Durante las 
dos grandes guerras mundiales Panam& y Estados Unidos unieron sus esfuer~ 
ZOS Y, proporciones guardadas, contribuyeron a la victoria de la causa de 
la democracia como sistema de gobierno. 


No obstante lo anterior, ambas naciones han tenido serias dificulta- 
des debido a clAusulas contractuales existentes desde 1903 que lesionan 
la dignidad de Panam&é. ts alli donde est& la causa de los graves conflic- 
tos que en la actualidad nos mantienen distanciados. Si el Canal exige 
la convivencia sincera de panamefios y norteamericanos, si para las dos na-~ 
ciones implica derechos y deberes, no comprendo por qué se elude la nece-~ 
sidad de ir al fondo de la cuestién para erradicar las causas de conflicto, 
sin precondiciones ni limitaciones, animados ambos gobiernos por el deseo 
de solucionar una vez por todas las diferencias y los problemas que afec- 
tan las relaciones amistosas y sinceras que deben y tienen que prevalecer 
entre ambos pueblos, precisamente por la existencia del Canal, obra a la 
cual est4n vinculados los dos paises. 


Con acierto reconoce el Presidente Johnson en su declaracién, que no 
hay malicia ni odio en los reclamos de PanamA, porque son justos y since- 
ros. Del texto de sus declaraciones se desprende el propésito de que las 
relaciones se restablezcan y se designen Representantes Especiales para 
solucionar estos asuntos, Si esto nos ha de llevar a un convenio justo 
y equitativo, yo estoy dispuesto a actuar en ese sentido. Por ello rei- 
tero mi apoyo a la férmula anunciada por la OE:. Llegariamos asi a una 
soluci6n clara, a una definici6én precisa de las obligaciones y de los de- 
rechos de las dos naciones, para resolver en esa forma todos sus proble- 
mas y diferencias, que nos traeria un clima de sincera y estrecha convi-~ 
vencia, indispensable para la seguridad continental, y la estabilidad del 
sistema democr&tico. 


Mientras ambos paises se ponen de acuerdo y se llenan los tramites 
constitucionales correspondientes, es obvio que cada uno cumpliraé sus de- 
beres y obligaciones a fin de no entorpecer las operaciones de la via 
interocednica, 
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MEMORANDUM FOR MR. Ne GEORGE_uNDy) Y/t3 
THE WHITE HOUSE Ce 


Subject: A.I.D. Program in Panama 


We have developed the following proposal in accordance 
with our recent conversation with the President: 


1. Within the next few days we are prepared to 
dispatch a special economic team to Panama headed by 
Mr. William Rogers, Deputy U.S. Coordinator of the 
Alliance. It will include several staff members: one 
(Dr. Alvin Mayne) is an expert on economic planning; 
another (Jack Heller) is a tax and fiscal expert; a 
third will be an engineer; and there might be a public 
administration expert. 


2. Mr. Rogers' team would go to Panama with the 
specific purpose of discussing, within the general 
context of the Alliance for Progress: 


(a) The reactivation of our loan and grant 
programs underway prior to January 9; 


(b) new projects, including those previously 
submitted by Panama but not yet processed to a point 
of signing loan agreements and projects for which no 
proposals have yet been submitted; 


(c) future general outlines of our economic 
program in Panama in the light of Panama's 

Development Plan, and in the light of possible long- 
term Canal developments. 


3, These conversations would make the necessary 
arrangements and set the stage for our dealings with 
the new Panamanian administration. We would expect 
to begin more detailed conversations, which would 
include the President-elect, after the elections of 
May 10. 
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4, Prior to the suspension of diplomatic relations — A 
we had discussed sending a high level U.S. team to 
analyze Panama's fiscal and budget problems in detail. : 
We would include this in these detailed conversations, 
Mr, Rogers would arrange for the visit of the later team 
(after the May elections). 


5. Enclosed is a memorandum which sets forth the 
present status of the loan and grant program in Panama, 
including those projects now in hand, under consideration, 
and possible future projects, 
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Thomas C, Mann 
Assistant Secretary 


Lion eating atin tener Safe 


Enclosure: 


Memorandum, 


LIMITED OFFICIAL USE _ 
Panama AID Program 


Total Unspent balance 


Amount Mar. 31, 1964 
I_ Loans Susmary 


Loans in effect $18, 900,000 $1.4, 356,000 
Applications received ; 7,718,000 
Possible additional loan requests 


1964 10,100,000 
Total #30, 718,000 


leg CIEL STII 


A ATR 


II Grants summary 
Proposed FY 1964 Grant 
Program 
Existing grant projects 

III Loans 


A. Loans in effect 


: 
% 
| 
i 


Feeder road construction 
Home-mortgage financing 
Pansmea City-water & sewerage system 
Private development bank 
Total L 


Be 
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B. Loan applications received 
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Natural resources survey and 
rural cadaster , 

Buildings and other facilities to 
support technical assistance in 
agriculture 

Rural electrification 

National School of Nursing 

Rural health centers 


Seated 


Dak F 


fee BEng 


Total 
C Possible additional loan requests 
during calendar year 1964 
Rural school construction 
Facilities for University of Panama 2,400,000 
Rural road development 4,000,000 
Feasibility studies 1,000,000 


*Primarily carryover from $9.9 million Supporting Assistance program in FY 1962. 
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LIMITED OFFICIAL, USE A 
c (Continued) 3 
Totel . 
C Possible additional loan requests 4 
during calendar year 1964 @ 
Housing credit institution $1,000,000 b 
Total $10,100,000 4 
IV Grant Program, FY 1964 ; 
Goal I - Rurel development H 
Natural resources survey and rural q 
cadaster $94,060 ; 
Agrarian development support 176,000 4 
Rural road development training 41,000 
Integrated rural health facilities 29,000 3 
Mobile rural health program - 140,000 : 
National school construction 150,000 2 
Rural school construction 20,000 _ 
Total Goal I $650,000 


Goal IIT’ Improved goverment administration 


and fiscal and fiscal reform 


Government administration & fiscal reform $59,000 
fotal Goal II $59,000 


Goal III - Fiwancial institutions and 
private enterprise development 


Housing credit institutions $31,000 
Self-help housing 12,000 
Private enterprise development 156,000 


Total Goal III 99,000 
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-3- Total , 
amount ' 
: 


Goal IV - High-level manpower and 
labor institutions development 


Manpower development $42,000 
High-level manpower training 89,000 
Total Goal IV $131,000 


Other activities 


Nursing education 37,000 ' 


Trade & industrial education 70,000 

Public safety 62,000 ! 

Program support 340,000 
Total Other activities $509,000 


Grand Total 
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Opinion Sum 


Department of State 


FOR U.S. COVERNMENT a 


April 29, 1964 
PANAMA NEGOTIATIONS; ALTERNATIVE CANAL 


Editors welcome appointment ef Robert B. Anderson as special 
eet for negotiations with Penuma. Dispatch of a team to 
study the feasibility of a Colombian canal has sparked — 
round of editorial aprecment on the need for & second seavay 


Negotiations Warm annlause has greated rosumpbion of Des. 
Panamanian ve relations and | the the nomiar | “of snvoys to 

# 2 By] 

geek the prompt elimination of tne eoyeee Of con? lict® between 
the two countries. Most commenbators hase endorsed Pres« 
Johnson's insistence that the negotiations are to be “without 
Limitations or preconditions of any kind" (e.g. Denver Post, 
N.Y. Herald Tribune, Wotertovwn Times). 


Sone applauded selection of Mr. Anderson "ea conservative 
who is not oe ta @live awey none than is necessary to 
satisfy the Panamanicns® {Portla nd Cragonien; Similarly, 
Scripps Howard pavers, Bo HE. Shackford). Some stress this 

addition of a bipartisan touch to the program” (St. Paul 
Pioneer Press, Watersomm Times). Sern. tTorse (D. Ores) 
cere Anderson San exceedingly able nan who is very 

familiar with the oroblens of Pansm.." Max Freedman 
praizea him for wialinguess ta eccep: a tesk that "can 
hardiy be vory pleasant.” 


a 
{2 TA 


The. aigniy. | Liely jepopect? eho bbs 1903 pact Will be 
overhauled is welcomed by & “number of ‘el vors Scr YoY. Times, 
Sait “Yake ¢ City “Eeibune s ““phiteas Galietin). To the Newark News. 

Mchere is ample justification” for renegotiating the terms of 
the treztby “in she contort of chenged conditions 


“pdt rose 


Penamanian troubles sre. daeh ately s “on EHC > peur” With tl thie 
Washingt on Past, Ere veshvilie fannessean sorecced the “politYe ~ 


Some others warn azaings being "90. opbinisbict chav Ue ett 


cal hurdle” of uest sonth's Paname election ond alse tne presence 


of “hardliness i) thin conyers wee beliora te only tind of 
diplomacy which Monee woul) banc ee wo “io gunhbo2st kKind.® 
To RB, H. Shacktort. “oles @re then Snore eas Le “lo seortentive 
procress" wnacit etter both maiden’ cients Oog Gro ever .in Vash. 
Ne-rs). 


Public Opinion Studies Staff e Bureau of Public Affairs 
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Some Congressmen maintain siroug Cppocition te any agree~ 
ment that "surrenders U.S. ownership, control and pro- 
tection" of the Panama Canal (Reps. Horton, E-NeYo, 
Flood, D-Pa.). 


-. Second Canal Emphasizing the importance of constructing a.second. , | 
eee | éanal between the Caribbean and the Pacific, a 
Press. ohnson's annoyunceme ¥_% 


jder a 6: 


Some regard the Administration's display of interest in a. 
- Colombien canal as a “squeeze play" directed against Panama. 
‘Phat country, said Wa. McGaffin, "may be more reasonable in the - 
, forthcoming negotiations if it is alerted to the fact that its 
 gonduct may determine whether it will get the new camal® (in. | 
_ Ghicago News). Marguerite Higgins called the Colombia study & 

. “psychological stroke of genius” designed “to help bring Panama 
' to ite senses.” . 


-. But the New York Times cautioned the Administration to give - 
_ Panata “explicit assurances” that, in studying the location for. 
'@& new canal, consideration will be given to ail possible sites, 

. dn Panama as well as elsewhere. To the Times, such assurances 
‘would help establish e period of calm in the hemisphere ard 
facilitate smooth operation of the Panama Canal during the | 
settlement of the current dispute and in the years it will take 
to construct the new seaway (similarly, Watertown Times). 


Despite speculation about Nicaragua, Mexico and Colombia 

. 88 possible Locations for the new canal, some sec Panama ag 
the best site (e.g. Wash. Star). To the Washington Post, "a 
new sea-level canal would make the Panama waterway instantly - 
obsolete, and if the site were not in Panama, that country's 
economy would be ruinously weakened." The New York Herald 
Tribune conceded that construction of a new waterway would make 
the Panama Canal of “secondary importance,” but this paper 

felt “it would not be impossible to reach an amicable agreement 
with Panama about it." 


Action Desired Hearst's New York Journal.American weicomed the 

"encouraging news" that the U.S. "has taken the 
first vigorous step" toward construction of another seaway. With 
Scripps-Howard's Washington News, it called on the House of Repre- 
sentatives to act promptly to approve the Senate-passed bill 
authorizing efforts to determine the best site and means of con~ 
struction (similarly, Chicego News, Kansas City Times, Phila. 
Inquirer). 


band 
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The idea of the U.S. ani Colombia “collaborating as 
equal partmers in a@ joint study" was welcomed by the 
Providence Journal and Vashingtorn Poste 


A few propose nternational control of the new canal. The 
Kansas City Times believe: S Vasningsoon: Weould offer the henisphere 
some imaginative end popular leadership by suggesting an inter 
netional approach," snd "some private investment’ Bise might be 
possibie." According to the Chicago NWS y a second canal "would 
almost cortainly ave to be either a joint venture urder inter 
national control, or subject to the full control of the country 
through which it was built." 
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The basic difficulty in U. S. - Panamanian relations arises 
from the overwhelming U.S. presence in Panama, from the disparity 
in size, wealth, and power between the United States and Panama, and 
from Panama's economic and psychological dependence on the Canal. 
The Canal Zone is the source of more irritations than the Canal itself. 


The basic U.S, interests in Panama are: 


(1) the efficient and secure operation of the Canal, and 


(2) the maintenance of essential defense installations. : 


The problem for the U.S. in this spring of 1964 is how to 
protect these interests at the same time that the U.S. presence in 
anama and Panamanian dependence on the Canal are being reducea. 


These goals are by no means incompatible (though it would 
be naive to expect that U.S, -Panamanian relations can readily be 
brought to the state of, say U.S. -Mexican or U.S. -Canadian relations). 
It is the thesis of this paper that the U.S. can give up a good many 
privileges without impairing its basic interests, There are a number 
of specifics: 


l. The flag. 


It is difficult to see what the U.S. waild lose if the 
Panamanian flag were flown at random in the Canal Zone (except at 
U.S. military installations) and even on ships transiting the Canal. 


2. Employment of Panamanians. 


There are more jobs reserved for North Americans under 
a "security" classification than security really makes necessary. 


3. PX's in the Zone, 


These are far more elaborate than the reasonable needs 
of the Zone population, 
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4, Unneeded land and facilities. 


It is doubtful if all the land in the Zone is really needed 
for operation of the Canal and maintenance of defense installations. 

There is no question but what certain docks and other facilities at both 
ends of the Canal are surplus and could well be disposed of to Panama. 


5. A Panamanian corridor through the Zone. 


It might be possible to work out some method whereby 
Panama could exercise concurrent jurisdiction over the Thatcher 
Bridge and the highway which crosses the Zone near the Pacific end of : 

re the Canal. This would give the Panamanians the feeling that their a 

a country is not completely cut in two. 


6. Residents of the Zone. 


U.S. personnel, both civilian and military, in the Zone 
should be more carefully selected and better indoctrinated. Except for 
a very few highly specialized technicians, they should be rotated at i 
intervals of two to four years. Steps should be taken to phase down ; 
Be and eventually to eliminate the 25 percent "hardship" differential in 
Bs, their pay. It is no hardship to live in the Canal Zone. Foreign Service 
Officers living across the street in the Republic of Panama receive no 


differential at all. 


7. The development of Panama. 


Everything within reason should be done through the 
Alliai.:e for Progress to promote economic development in Panama 
so as to reduce Panamanian dependence on the Canal. Roads and 
agricultural development are very important. A particularly useful 
project would be to push construction of the Inter-American Highway 
through the Darien Gap. This would provide substantial employment 
and would open up presently inaccessible parts of the country. 


Most of these things could be done without revision of the 
treaty. There are three aspects of the treaty which particularly annoy 
Panamanians and which could be changed without seriously affecting 
basic U.S. interests. These are: (1) U.S. rights in the Zone in 
perpetuity; (2) U.S. rights to act "as if it were sovereign" in the Zone; 


and (3) the U.S, payment of $1,930,000 a year to Panama. 
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If possible, a basic revision of the treaty should await a 
U.S. decision on what to do about expanding the present Canal or 
building another one and under what legal and financial arrangements 
a new Canal is to be built. The necessary engineering studies on these 
questions should be pushed with all speed. Aside from the Latin 
American countries through whose territory a new Canal might pass, 
the principal maritime nations of the world should be approached with 
a view to enlisting their participation in the project. 


An interoceanic canal is as important to several other 
countries as it is to the U.S., and it is hard to see a good reason why 
the U.S. should pay the whole cost and bear the whole political burden. 


It would be desirable, therefore, to talk about peripheral 
issues iirst and delay discussions about fundamental treaty revision. 
This may not be possible. If not, the U.S. could certainly live with a 
new treaty which limited its rights in the Zone to, say, 50 years, with 
appropriate provisions to protect our rights in the Canal after that time. 
Within a 50 year period, a decision about a new canal will certainly have 
to be made. 


The U.S. could also live with something less than total 
sovereignty within the Zone. 


Finally, the U.S. could certainly afford to pay more than 
$1,930,000 a year. (The Canal is atleast as important as the air bases 
in Spain, for which the U.S. has paid many times as much.) Canal tolls 
could well be raised to recoup all or a major part of a higher payment. 
These tolls are approximately the same as they were in 1914 when the 
Canal opened. 
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It must be recognized that regardless of any reasonable 
concessions that might be made to Panama, U.S, -Panamanian relations 
are unlikely to be really good over any long period of time. 


One concession is likely to lead to Panamanian demands for 
another. This is no argument against making concessions; on the contrary, 
it is an argument for using concessions as a device to buy time during 
which long-term arrangements (preferably multilateral ones) can be 
made with respect to another canal, 


-4- 


An unyielding U.S. position would simply increase tensions 
in Panama and make the long-term arrangements more difficult. 
Paradoxically, it is easier for the U.S, to be "firm" with the Soviet 
Union (which is more nearly our own size) than with Panama, Above 
all, however, it should be remembered that a concession made grace- 
fully and in good time yields, at least temporarily, beneficial results; 
whereas a concession made grudgingly and under pressure does not 
achieve its purpose and may even be counter-productive. 
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Cable to Panama City (Ref EmbTel 569) 


While we concur that a high-level economic team visit, with any 


substantial press play would have disadvantages, after high-level dis- 


cussions here, we propose instead a low-key visit by economic team, 


headed by Deputy Assistant Administrator Sternfeld, arriving Monday, 


Braniff 977 with absolute minimum political over-tones or connection with 


i Anderson visit. Team would remain maximum of two days. Suggest it 


not be met at airport, although would appreciate reservations at Hilton 


Monday and Tuesday night for four people. Conceivable that one or more 


members will remain through the week. Other members include,Mayne, 


Kieswetter, Lipsman. 


Proposed discussions on three levels: (1)Problems, if any, remaining 


with respect to AID activities underway prior January 9 (we will rely.on 


AID Mission to define any such proposals which might be appropriate for 
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team to discuss); (2) auy projects presently under consideration (thus far, 
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we have identified problems of; (a) mounting effective taeks- administration 
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; effort to take advantage of results of Cadastral survey; (b) questionable 


desirability of rural electrification; (c) pR/oRITr justification for 


health center construction); (3) problems and procedures of regearing aid 


activit}es as effective suppor! for legitimate long term development (we have F 
PRIORITIES : 


identified thus far problem of establishment of project pmenrr®5 within the 
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development plan; we-have-never a assistamee in the #efinition and for- 


mulation of projects.) Team visit is to be viewed solely as an effort to lay 


: CONVERSATIONS 
the groundwork for more extensive a later in May. We will rely on youy 
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and Mission to determine what GOP officials should be brought into 
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conversations but is by no means essential that the entirety of the two days 
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be spen¢ with GOP Ministries. 


In the event we or you compelled respond press inquries, lineg should be 


PoRPOSE oF PURTHER 
that propesed team visit is to lay groundwork forxthe-febure discussions with 


respect to U.S. assistance program in support Panamanian development effort 


under Alliance for Progress. 
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MEMORANTUN FOR MR. HeGEOAGE BUNDY 
TEE WHITE HOUSE . 


Subject: A.I.D, Program in Panama 


We have developed tha following proposal in accordance 
with our recent conversation with the President: 


1. Within the next few days we are prepared to 
dispatch a special economic team to Panama headed by 
Mr, William Rogers, Deputy 0.5, Coordinator of the 
Alliance, It will include several staff members: one 
(Or. Alvin Msyne) is an expert on economic planning; 
another (Jack Heller) is a tax and fiscal expert; a 
third will be an engineer; and there might be a public 
acninistration expert. 


2. Mr. Rogers’ team would go to Panama with the 
epecifiec purpose of discussing, within the general 
context of the Alliance for Progresa: 


Va) The reactivation of our loan and grent 
prograns underway prior to Janvary 93 


“b) new projects, including those previously 
submitted by Panga but net yet precessed to a point 
of signing loan agreements anc projects for which no 
proposals have yet been Bulnaitted; 


ou. fe) future general outlines of our econoale 
| program in Panama in the light of Panoma's 
Development Plan, and in the light ef possible long- 
term Canal developments, 


3, These conversations would make the necessary 
arrangements and set the stage for our dealings with 
the new Panamanian administration. We would expect 

‘to begin nore detailed conversations, which would 
inclucea the President-clect, after the elections of 
May 10. 
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4, Prior to the suspension of diplomatic relations 
we had discussed sending a high level U.3, team to 
analyze Panama's fiscal and budget problems in detail, 
We would include this in these detailed conversations, 
Mr. Rogers would arrange for the visit of the later team 
{after the May elections). 


5. Enclosed is a memorandum which sets forth the 
present status of the loan and grant program in Panama, 
including these projects now in hand, under consideration, 
and possible future projects. 


Thomas C, Mann 
Assistant Secretary 
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Unspent balence 
Amount Mar. 31, 1964 
I Loans Summary : 


Loans in effect $18, 900,000 $14, 356,000 
Applications received 7,718,000 ae 
Possible additional loan requests 


1964 . 10,100,000 
'  fotal $36,710,000 000 


ZI Grants sumary 


Proposed FY 1964 Grant 
Program 1, 548,000 
Existing grant projecte 6,047, 000% 


TIX Loans 
A. Loans in effect 


Feeder road construction 5, 300,000 
Home-mortgage financing 2, 500,000 
Panama City-water & sewerage system 6,000,000 


Private development bank 5,100,000 . 
Total $18,900,000 


B. Loan applications received 


Natural resources survey and 
rural cadaster 

Buildings and other facilities to 
support technical assistance in 
agriculture : 
Rural. electrification 

National School of Nursing 


Rurel health centers 
; Total is} 


C Possible additional loan requests 

during calendur year 19 

Rural achool construction 1,700,000 
Facilities for University of Panama 2,400,000 


Rural road development 4,000,000 
Feasibility studies 1,000,000 


*Primarily carryover from $9.9 million Supporting Assistance program in FY 1962. 
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@ Possible additional loan requests 
during ealendar year 1964 
Housing credit inetitution 

Total 


IV Grant Program, FY 1964 


Goal I - Rurel development 


Natural resources survey and yural 
cadaster 

Agrarian development support 

Rural road development training 
Integrated rural health facilities 
Mobile rural health program 
Rational achool construction 
Rural school construction 


Total Goal I 


Goal IIxi~ Improved gover:ment administration 


and fiscal reform 


Government administration & fiscal reform 


Total Goal IZ 


Goal IIT « Financial institutions and 
private enterprise development 


Housing credit institutions 

Self-help housing 

Private enterprise development 
Fotel Goal ITZ 
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Goal IV + High-Level manpower and 


labor institutions development 


Manpower development 
High-level manpover training 


Total Goal IV 
Other activities 


Nursing education 
Trade & industrial education 


Public safety , 
Program support 


Yotal Other activities 
Grand Total 
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THE WHITE HOUSE 
WASHINGTON 


April 22, 1964 


MR. PRESIDENT: 


This is an intelligent but somewhat discouraging 
first report from Ambassador Vaughn in Panama. 


For your information, Mr. Anderson now plans 
to go to Panama on his courtesy visit next 
week, 


DicTaTee| ~, STBAleE- po. / ¢ fie ives: 


Note June 18, 1963 from American Embassy in Panama to the Foreign Minister 
of Panama 

"I have the honor to refer to the conversation of their Excellencies 40 
PresidentsKennedy and Chiari in Washington on June 12, 1962, and to —— 
my conversation of May 13 with His Excellency President Chiari and 
Your Excellency and in connection therewith to confirm that my 
government is currently engaged in a series of studies to determine 
the future adequacy of the present Panama Canal and the desirability 
and feasibility of constructing a new canal at some other location. 
Among possible locations under consideration is the Darien area of : 
Panama. Itis my understanding that the government of Panama is - 
agreeable to the Government of the United States as part of these 
studies engaging in exploration and on-site surveys in the Darien area 
of Panama on the condition that Panamanian officials may accompany e 
exploration and survey parties and that information collected by 
these parties be made available to the Government of Panama, 


"I would add, Excellency, that undertaking these studies in no way 
prejudices the position which may ultimately be taken by the Government 
of the United States or the Government of Panama regarding a new canal 
or the possible location of it. 


“Accept, Excellency, the renewed assurances of my highest 
consideration, "' 


The Panamanians answered us on June 19, 1963 -- they acknowledged 
receipt of our note of June 18 and they again ask that any such undertakings 
or surveys provide for Panamanian officials to go along and we again told 

them in a note July 10, as follows: 


"Excellency: I have the honor to acknowledge your note of June 19 
in which Your Excellency refers to my previous note of June 18... by which 

I confirmed that my government is currently engaged in a series of studies 

to determine the future adequacy of the present Panama Canal and the 
desirability and feasibility of constructing a new canal at some other location, 


In accordance with my conversation with H. E, President Chiari 
and Your Excellency, it was my intention to supersede my previous note of March 


4, 1963, with note No. 802, 


I have the honor to inform your Excellency that my Government 
accepts the condition that Panamanian officials accompany exploration and 
survey parties in the Darien area of Panama and that information collected 
by these parties be made available to the Government of Panama, 


Accept Excellency the renewed assurances of my highest and most 


distinguished consideration. 
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MEMORANDUM FOR MR. McGEORGE BUNDY 
THE WHITE HOUSE 


SUBJECT: Telegram from Foreign Minister 
of Panama re Ambassador 


Attached is a telegram received by the Secretary 
of State from the Foreign Minister of Panama, Friday, 2 
April 3, nominating the Panamanian Ambassador and : 
a Charge d‘Affaires ad interim. I also attach a very 

rough translation. A proper translation will be 

transmitted to you as soon as it is received. 


Cy 


Benjamin H/ Read 
Executive Seavetary 


Attachments: 
Telegram from Foreign Minister of 
Panama dated April 3, 1964. 


Unofficial translation of the telegram. 


LIMITED OFFICIAL USE 


pm . 
O¢ 


YWC1945 ZCZC PAN@699 | 
PR-@2 PANAMARP VIA TROPICAL 138 3 1904 PANGVT “2p 


¢ - 
EXCELENTISIMO SENOR fos 


wySe, &y BEL IR 


‘ h 
ey gee te ne 
1 Baath 9 UR BE, Newly. yh F BL oe. Es, Capes a 


— = 
ee ee ee eRe ae 
a ENTE FT Na ee ee 


we arte aoe 


eed mines 


DEAN RUSK 
SECRETARIO DE ESTADO 


hap Re a HT, 


Ayer 


WASHINGTONDC 


wT ce vargese e 
Shese 36 Ce bat ats AT 


«- +» 
ee that A 
aGhs + POAT Sea ee ee eee 


Fi HABIENDO ACORDADO NUESTROS GOBIERNOS RESTABLECER RELACIONES 


DIPLOMATICAS ME HONRO EN ANUNCIAR A VUESTRA EXCELENCIA QUE 
EL PRESIDENTE DE PANAMA DESEA NOMBRAR COMO EMBAJADOR EXTRAORDI-: 


NARIO Y PLENIPOTENCIARIO EN WASHINGTON AL LICENCI ADO. MIGUEL J 


bec ca | lunttsl  Qcered: tah 
MORENO JR Y SOLICITO EL BENERLACITO DE VUESTRO GOBIERNO 


PARA HACER DICHO NOMBRAM IENTO (. 
Cc 


a 


thet 
| (nrentRas TANTO RUEGO A VUESTRA EXCELENCIA ACEPTAR COMO ENCARGADO 


DE NEGOCIOS ‘INTERINO AL DR ARTURO MORGAN MORALES 
AL EXPRESARIOS MI COMPLACENCIA POR EL RESTABLECIMIE 
RELACIONES DIPLOM ATICAS Tago VOTOs PORQUE ELLAS CONDUZCAN 
A NUESTROS GOBIERNOS Y A NUESTROS PAISES A ENTENDINTENTOS 
QUE AFIRMEN UNA VEZ Mas. oi V poiiios DE AMISTAD DE conpRistON 
Y DE CONSIJERACION UE een UNIR A NACIONES HERMANAS 
APROVACHO ESTA OPORTUNIDAD PARA REITERAR A VUESTRA EXCELENCIA 


LOS SENTIMIENTOS DE MI MAS ALTA Y DISTINGUIDA CONSIDERACION 


0 nE LAS 


GALILEO SOLIS 
MINISTRO DE RELACIONES EXTERIORES 


ROUGH UNOFFICIAL TRANSLATION 


TO: Secretary of State 
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Our Governments having agreed to reestablish diplo- 


matic relations, I have the honor to announce to Your 


1a a pS Ste 8 aan nie 22.3, 


Excellency that the President of Panama wishes to name 


as Ambassador Extraordinary and Plenipotentiary in 
Washington Licenciado Miguel J. Moreno, Jr., and requests 


the approval by your Government of his nomination, 


In the meantime, I wish to ask Your Excellency to 
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accept as Charge d‘Affaires ad interim Dr, Arturo Morgan 


Se 
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Morales. In expressing my pleasure at the reestablish- 


ee 
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Heh, 


ment of diplomatic relations, I hope that this will bring 


to our Governments and our countries understandings which 


will affirm once more the bonds of friendship, of under- 


standing and consideration that should unite our brother 


nations. 


I take this opportunity to reiterate to Your 


Excellency the expression of my highest consideration. 


/s/ Galileo Solis 


The Foreign Minister 
Panama 


FOR IMMEDIATE RELEASE APRIL 20, 11964 
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THE WHITE HOUSE 


REMARKS OF SECRETARY DEAN RUSK 


PRESIDENT JOHNSON; Your Bxcellencies, Secretary Rusk 
has just made a very interesting and informative report on his 
meeting with SEATO and with Generalissimo Chiang Kai-shek and 
with Ambassador Lodge in Saigon. Secretary McNamara and Mr. Bali 
and Mr. Bundy and myself heard with great interest some recommen-~ 
dations the Secretary made together with his observations and 
conclusions in connection with the effort of South Viet Nam. 

The Secretary will be glad to make a statement to you at this 
time. 


SECRETARY RUSK: Thank you, Mr. President. 


I do feel.that this trip to the Philippines and to 
tne Republic of China and to Saigon was very important for me 
and was very helpful to our common effort. At the SEATO meeting 
it was quite apparent that those members of the free world do 
look upon the security of South Vietnam as utterly vital to the 
security of southeast Asia and that the security of southeast 
Asia in turn is vital to the entire free world. There was no 
one at the SEATO meeting who did not hope that this effort 
succeeds and all of them but one made it very clear in our 
public declaration that this was so and that they were putting 
theiz full effort behind it. Wwe talked about further measures 
that could be taken to support the present government of South 
Vietnam with a good deal of unity and aclidarity of purpose and 
X came away from that meeting very much encouraged by the stti- 
tude of those who are in the area and those who are making a 
majox effort in the area. «..z7 un 


Over in Taiwan I had some very interesting discussions 
with President Chiang Kai-shek. The people on Taiwan have done 
@ remarkable job in building up a thriving economy and improving 
the social standards of that island. They axe now sending tech~ 
nie’l assistegce personnel to the other countries who are in a 
developing process and who need to borrow from the Republic of 
China some of the experience of success which nas ocecurred on 
that island, and that is one of the very important developments 
of the last year or two. 
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I had a chance to go over with President Chiang Kai- 
shek the full security situation in the Pacific Ocean area. I 
reported to him on the SEATO meeting and assured him of our 
continued support for the international position of the Republic 
of China in the United States and elsewhere. In Saigon I was 
mucn interestdi to get a detailed report on a province by prov- 
ince basis of the course of the struggle in that country. I 
was encouraged to discover that there were a considerable number 
of provinces whese pacification is movigg ahead and in those 
provinces where there is peace, good progress is being made on 
the economic and social develooment of the country. 


i must say the overwhelming impression I got in 
South Vietnam wes that that country could be a gleaming 
country if only it had peace; that is the missing element. 
It has resourcer, it has a lively and intelligent population, 
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it has some trained leadership of very considerable capacity, 
an important geographic position, it is favored by nature. 

If it could continue now, as we think it will, to finish up 
its pacification program, there is a country that can play 
an important, strong, active role among the free nations of 
t:.¢ southeast Asia. 
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There are provinces there where the situation is 
still critical and the plans that have been laid dewn-by 
General Khanh and his colleagues and by our own @mbassador 
and General Harkins seems to be well devised to deal with the 
situation in those critical provinces but it will take some 
further time, some further effort by the South Vietnamese and 
by us. Also, I think that South Vietnam will be calling for 
more assistance of a political sort, economic sort and perhaps 
in other respects from other free world countries who have 
demonstrated their interest in that country. We know that 
there are those who are prepared to provide personnel and to 
provide economic resources and whatever assistance might be 
needed to get on with this job. 


General Kkanh hémsealf.sis an impressive man. He shows 
great vigor and understanding. He is trying now to invigorate 
the administration of the country following the political 
uncertainties since last November. He is on the right track 
and he is making good progress. We believe that the prospect 
there is that there can be steady improvement in those criti- 
cal provinces and that we can go ahead now and exploit and 
profit from the peace which has been established in others. 


So I came back encouraged from my trip without any 
misunderstanding about the difficulty of the job still ahead 
and without any lack of resolve about the necessity for getting 
on with it because that country deserves peace and the security 
of the free world requires that southeast Asia and South Vietnam 
be secure. 


Thank you very much. 


QUESTION: The President said that he had heard with 
great interest recommendations that you had brought back. Would 
you be at liberty, sir, to tell us what some of these recommen- 

dations are? 


SECRETARY RUSK: Well, I would not want to go into 
detail about a number of recommendations that I have brought 
back to add to those which Secretary McNamara brought back on 
his recent trip. Mine, as you would expect, lie more largely 
in the political field. I do think that South Vietnam, for 
example, has perhaps during the political difficulties of the 
last three or four months allowed its international diplomatic 
effort to drop off somewhat and that they should go ahead now 
and move with considerable vigor and activity in explaining 
their case to the rest of the world and enlisting the political 
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are other countries who are prepared to be helpful in resources 
in South Vietnam and we must now move to pull that together and 
see that all those who wish to contribute have a chance to do 

so and that the total is coordinated into a consistent effort 


support of the free world in their struggle, and I am sure they = 
will be doing that now that they have settled down and are a 
getting dnwwith the job. : a 

I think also that it has been indicated that there os 
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to win this struggle at the earliest possible moment. 


QUESTION: Vhat countries are these? 


SECRETARY RUSK: I think some of the SEATO countries, 
for example, and there are some non-SEATO countries that have 
indicated a willingness to help. One thing, for example, that is 
I can mention ® that there is at the moment a critical ferti- a 
lizer shortage in South Vietnam just at tne beginning of the 
planting season. It has been a little difficult to find sources 
nearby to get there in time. Both the Philippines and the 
Republic of China have offered fertilizer to meet this situation. 
These are very substantial quantities and we are pleased that 
they have come forward. This may seem to be a rather small 
thing but a combination of small things make up large things, 
so we are going to be trying to pull these together. 


i ee ek 
Be Sa 


GDR BD ARES a 


QUESTION: You mentioned peace, Mr. Rusk. Do you 
have any impression among the leadership of South Vietnam at 
the present time that they would be willing now om in the near 
future to negotiate with North Vietnam? 
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SECRETARY RUSK: Oh, no. I think that that is not 
in their migsis at all because there is no known question, at 
least no question that I know about, on which negotiations 
would appear to be successful. The answer there is a very 
simple one; if those in the north in Hanoi and Peiping would 
leave their neighbors to the south alone, there would be peace 
and there would be no need for an American military presence 
in that area. We have never asked for bases in South Vietnam. 
Our 15,000 or 16,000 men are there as a dérect result of these 
pressures from the north and the infiltration of cadre and 
weapons and political control into the Viet Cong insurrection 
in the south. So I do not see the basis for a negotiation. 


We have got two agreements affecting that part of 
the world which were negotiated, which represent solemn comnit- 
ments on the part of Peiping and Hanoi. Those are the Geneva 
agreements of 1964 and 1962. They have treated those agreements 
with contempt. There is no occasion as far as I can see that 
peace is going to come about by an agreement which would simply 
xepresent apiece of paper on the other side while they go ahead 
with their mischievous activities in the south. Now we need 
peace through action, peace through demonstration by the north 
that they are leaving their neighbors alone,and that could come 
about by decision in Hanoi and Peiping. If they make that decie 
sion, then peace could be restored very quickly out there. 
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QUESTION: Mr. Secretary, you said that other nations 
had offered help and that one of the things was to get all this 
help together. 
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SECRETARY RUSK: Yes. 
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QUESTION: Did that help involve anything in a mili- 


tary? 


SECRETARY RUSK: Well, there are a few military 
personnel already in South Vietnam from other countries. I 
think there may be some technical people and some specialists. 
I do not myself envision organized combat units at the present 
moment from other countries. Thank you. 


QUESTION: Military advisers from other countries? 


SECRETARY RUSK: There are some there now and I © 
think there might well be a good use for some more. Thank you. 


THE PRESS: Thank you. 
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THE WHITE HOUSE 


STATEMENT BY THE PRESIDENT ON PANAMA - 
IN THE CABINET ROOM 


Your Excellencies, Members of the Congress: 
Today's agreement is both a beginning and a renewal. it 
provides that we will reestablish diplomatic relations, 
we will immediately appoint special ambassadors with suf- 
ficient powers to seek the prompt elimination of the causes 
of conflict between the two countries without limitations 
or preconditiong of any kind. 


I have already talked to the distinguished 
President of Panama and informed him that the United States 
has selected the former distinguished Secretary of the 
Treasury, a great law professor, Mr. Robert B. Anderson, 
to be our Ambassador to carry on these discussions. 


We will also send the regular Ambassador to 
Panama's name to the Senate as soon as we have received 
approval from the Panamanian Government. 


We are thus embarking upon the solution of 
our problems without preconditions or limitations of any 
kind, believing that a lasting agreement depends upon the 
utmost freedom and the utmost flexibility of approach. 
We will now immediately renew relations, appoint special 
ambassadors, and begin a process which aims at a final 
resolution of our difficulties. 


Arrival of this agreement in the presence of 
understandable but intense emotions and convictions is a 
tribute to our essential unity of interest. We share much 
history. We share a commitment to the liberty that we have 
achieved in the past and to the progress that we intend 
for the future. We can now proceed not only to solve 
today's difficulties, but toward the increased welfare of 
all the people of the Americas under the Alliance For Pro- 
gress. 


So, gentlemen, let us approach our search for 
a solution with the openess and the generosity of those 
who seek only the strengthening of friendship. Let us 
meet as sovereign nations, as allies, and as equal partners 
in the inter-American system. 


Panama can be confident, as we are confident, 
that we each desire an agreement which protects the in- 
terests and recognizes the needs of both our nations. 


I would also like on this occasion to especially 
and particularly thank the OAS for its very important role. 
This is further proof of the unmatched effectiveness of the 
inter-American system. For decades disputes between the 
American nations have been settled at the conference table. 
This achievement in this Hemisphere offers a hopeful model 
for all those who pursue peace in every Continent. This is 
truly a great day for America, for Panama, for all the people 
of the Western Hemisphere, and fer all freedom-loving people 
everywhere. 

MORE (OVER) 
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We welcome you to the White House. We thank 
you for having come. We greet especially the Ambassadors 
who are here and the members of the National Security 
Council who only a few moments ago approved this agreement. 


Thank you very much. 


END 


